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MEMORANDUM FOR COMMISSIONER ROSSOTTI 



FROM: (for) Pamela J. Gardiner /s/ Margaret E. Begg 

Deputy inspector General for Audit 

SUBJECT: Final Audit Report - Improvements Are Needed in the Chief Counsel's 
Management Information System to Better Protect Taxpayer Privacy and Rights 

This report presents the results of our review of the effectiveness of the Intemal Revenue 
Service's (IRS) controls over civil suits against the Government. We focused on civil suits 
which taxpayers can file involving the IRS. In summary, we found Chief Counsel's 
management information system adequate to control the inventory of civil cases. However, we 
believe that the result of the cases and the damage amounts, if any, need to be captured in the 
Chief Counsel's management information system to allow systemic improvements that could 
prevent future violations of taxpayer privacy and rights. 

As a result of this review, we recommend that the results of the cases and the damage 
amounts, if any, need to be captured in the management information system. In addition, a 
formal process should be established to refer lost and settled cases to either Treasury 
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Inspector General for Tax AarWhistration for possible criminal irtfistigation and/or IRS 
functional management for review of IRS policy and procedures to determine if any changes 
are necessary to protect taxpayer privacy and rights. 

IRS management generally agreed with these recommendations for the need in improvements 
in Chief Counsel's management information system. Management's comments have been 
incorporated into the report where appropriate, and the full text of their comments is included 
as an appendix. 

Copies of this report are also being sent to the IRS managers who are affected by the report 
recommendations. Please contact me at (202) 622-6510 if you have questions, or your staff 
may call Walter E. Arrison, Associate Inspector General for Audit, (Wage and Investment 
Income Programs), at (770) 986-5720. 

Table of Contents 

Executive Summary 

Objective and Scope 

Background 

Results 

The Chief Counsel's Management Information System Needs to Capture 
Additional Data Elements 

Conclusion 

Appendix I - Detailed Obiective. Scope, and Methodology 

Appendix II - Maior Contributors to This Report 

Appendix III - Report Distribution List 

Appendix IV - Additional Information Regarding Civil Cases 

Appendix V - Management's Response to the Draft Report 



http://www.treas.gov/tigta/auditreports/reports/200040071fr.htnil (2 of 11)6/2/2006 8:21:02 AM 



Executive Summary ^^ 

There are several matters in which a taxpayer can file a civil complaint against the Internal Revenue 
Service (IRS). These include violations of the Privacy Act and a Freedom of Information Act appeal. In 
addition, certain sections of the Internal Revenue Code (I.R.C.) allow taxpayers to file civil complaints 
for damages against the United States Government for conduct or lack of conduct on the part of IRS 
personnel. 

The IRS Restructuring and Reform Act of 1998 (RRA 98) placed emphasis on policies and procedures 
protecting taxpayer privacy and rights. Therefore, the IRS needs to be aware of how current policy and 
procedure affect taxpayer confidentiality. 

The overall objective of this review was to determine the effectiveness of the IRS' controls over civil 
suits against the Government. We focused on civil suits which taxpayers can file involving the IRS. See 
Appendix IV for additional information regarding the types of civil complaints that can be filed 
involving the IRS. 

Results 

The Office of the Chief Counsel uses a fiilly integrated, nationwide management information system to 
control and monitor its workload. Various data elements are captured within the management 
information system, allowing for case and issue tracking. Additionally, the system is regularly updated 
to reflect the status of and the amount of time that was charged to the case. There were approximately 
46,000 civil cases closed in the Office of the Chief Counsel management information system during the 
period Januaiy 1, 1998, through September 30, 1999. We found the IRS Office of the Chief Counsel 
management information system adequate to control the inventory of civil cases. However, we believe 
that additional data elements need to be captured to allow systemic improvements that could prevent 
future violations of taxpayer privacy and rights. 

The Chief Counsel's Management Information System Needs to Capture Additional 
Data Elements 

The Office of the Chief Counsel is not consistently capturing the necessary elements in its management 
information system to ensure the IRS takes appropriate action to protect fiiture taxpayer privacy and 
rights. The results of the cases and damage amounts, if any, need to be captured to allow the IRS to 
assess policies and procedures which protect taxpayer confidentiality and ensure equitable treatment of 
taxpayers. 

The Office of the Chief Counsel officials indicated that case disposition is not always captured in the 
management information system because there is no regulation or policy which requires this type of 
information, and they do not have a use for this data. Additionally, the Department of Justice (DOJ) 
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represents the Government for thfcases alleging violation of the I.R.^^and the Office of the Chief 
Counsel is not always informed of the outcome of these cases. When received in the Office of the Chief 
Counsel, LR,C. §7431 complaints are forwarded to the Treasury Inspector General for Tax 
Administration (TIGTA) for research on any open investigation on employees cited in the complaint. 
However, no further referrals are made to the TIGTA after the cases are closed for possible criminal 
investigation. The Office of the Chief Counsel also works with IRS management to obtain necessary 
information to develop a defense strategy. However, no formal process is in place for cases that are lost 
or settled, to ensure the IRS reviews and makes the appropriate changes to established policies and 
procedures. We believe the IRS needs to be aware of all outcomes for these cases and damage amounts, 
if any, need to be captured in the Office of the Chief Counsel's management information system. The 
lost and settled cases need to be analyzed to determine if systemic improvements are needed to better 
protect future taxpayer privacy and rights. 

Summary of Recommendations 

The IRS Office of the Chief Counsel should obtain from the DOJ all results of civil cases involving IRS 
employees and capture results in the management information system. The lost and settled cases should 
be referred to the TIGTA for possible criminal investigation and/or IRS functional management for 
review of IRS policy and procedures to determine if any systemic changes are necessary to protect 
taxpayer privacy and rights. 

Management's Response : The Chief Counsel will modify the management information system to 
provide additional fields for entry of information regarding the ultimate outcome in all the various types 
of cases and adopt formal procedures requiring personnel to request information regarding case 
outcomes. Further, the Chief Counsel will adopt formal procedures requiring the appropriate IRS 
functional management to be notified of the outcome of every case. 

In addition. Chief Counsel attorneys will notify IRS functional management of Treasury Department 
standards governing referrals to TIGTA and provide a recommendation, if appropriate. 

Objective and Scope 

The overall objective of this review was to determine the effectiveness of the Internal Revenue Service's 
(IRS) controls over civil suits against the Government. We focused on civil suits which taxpayers can 
file involving the IRS. 

The audit was performed because die Senate Finance Committee had concerns regarding the process of 
controlling and monitoring these cases. As a result, the Treasury Inspector General for Tax 
Administration (TIGTA) initiated this review. The audit work was conducted during the period 
September 1999 through November 1999, at the IRS Chief Counsel offices in Washington, DC. The 
audit work was performed in accordance with Government Auditing Standards. 
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Details of our audit objective, scclj?e, and methodology are presented itt'^ppendix I, Major contributors 
to this report are Hsted in Appendix IL 

Background 

There are several matters in which a taxpayer can file a civil complaint against the IRS. These include 
violations of the Privacy Act and a Freedom of Information Act appeal. In addition, certain sections of 
the Internal Revenue Code (I.R.C.) allow taxpayers to file civil complaints for damages against the 
Govemment for conduct or lack of conduct on the part of IRS personnel, (See Appendix IV for 
additional information regarding the types of civil complaints that can be filed involving the IRS.) 

The IRS Restmcturing and Refomi Act of 1998 (RRA 98) placed emphasis on policies and procedures 
protecting taxpayer privacy and rights. RRA 98 §3802 requires the Joint Committee on Taxation to 
conduct a study on provisions regarding taxpayer confidentiality. The study is to include an examination 
of present-law protections of taxpayer privacy. 

The Office of the Chief Counsel's responsibility differs depending upon the reason for the complaint. 
The Office of the Chief Counsel is responsible for presenting and defending the Govemment's position 
for Tax Court cases. However, the Department of Justice (DOJ) is responsible for defending the other 
civil cases involving the IRS, including all actions alleging violation of the LR.C. For these cases, the 
Office of the Chief Counsel is responsible only for providing assistance to the DOJ on possible defense 
strategies. 

Results 

The Office of the Chief Counsel uses a fully integrated, nationwide management information system to 
control and monitor its workload. This system automates the fiiU range of litigation, technical rulings, 
and adminisfrative management fimctions of the Office of the Chief Counsel. 

Various data elements are captured within the management information system, allowing for case and 
issue tracking. Additionally, the system is regularly updated to reflect the status of and the amount of 
time that was charged to the case. 

There were approximately 46,000 civil cases closed in the Office of the Chief Counsel's management 
information system during the period January 1, 1998, through September 30, 1999. We found the IRS 
Office of the Chief Counsel's management information system adequate to control the inventory of civil 
cases. However, we believe that additional data elements need to be captured identifying the results of 
diese cases. Trend analyses could be performed allowing the IRS to assess operations to determine if 
policies and procedures are effectively protecting taxpayer privacy and rights. 

The Chief Counsers Management Information System Needs to Capture Additional Data 
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Elements ^ ^ 

The Office of the Chief Counsel is not consistently capturing the necessary elements in its management 
information system to ensure the IRS takes appropriate action to protect future taxpayer rights. The 
results of the cases and damage amounts, if any, need to be captured to allow the IRS to assess policies 
and procedures which protect taxpayer confidentiality and ensure equitable treatment of taxpayers. 

When a complaint is received by the Office of the Chief Counsel, various data elements are entered into 
the management information system, including the name of the case, an opening date, and the type of 
case. When the case is completed, a closed date is entered and the status is changed to closed. In some 
instances, an explanation of the outcome of the case (i.e., the case was dismissed, won, settled, or lost) is 
also entered. However, this is not a requirement, nor is it consistently c^tured. 

The Office of the Chief Counsel officials indicated that closed case disposition is not always captured in 
the management information system because there is no regulation or policy which requires this type of 
information, and thev do not have a use for this data. Additionally, the DOJ represents the Government 
for the cases alleging violation of the LR.C, and the Office of the Chief Counsel is not always informed 
of the outcome of these cases. 

LR.C. §7431, Improper Disclosure of Retums and Return Information, states that a person may sue for 
civil damages if any officer or employee of the United States knowingly, or by reason of negligence, 
inspects or discloses any tax retum or tax return information with respect to the taxpayer in violation of 
any provision of LR.C. §6103. 

When received in the Office of the Chief Counsel, LR.C. §7431 complaints are forwarded to the TIGTA 
for research on any open investigations on employees cited in the complaint. However, no further 
referrals are made to the TIGTA after the cases are closed, for possible criminal investigation. 

In cases which are lost or settled, the potential exists that an IRS employee has performed a criminal 
violation. Therefore, once a case is closed, the lost or settled cases should be referred to the TIGTA for 
possible inv^tigation. 

Additionally, the Office of the Chief Counsel woiks with IRS management to obtain necessary 
information to develop a defense strategy. However, no formal process is in place for cases that are lost 
or settled, to ensure the IRS reviews and makes the appropriate changes to established policies and 
procedures. 

For example, one I.R.C, §743 1 complaint against the IRS was settled for improper access to the 
taxpayer's information and disclosure of the tax retum information to a third party. The settlement 
resulted in the taxpayer receiving over $41,000 for damages and fees. We did not find any indications 
that this case was subsequently reviewed after it was settled to determine if systemic changes were 
needed in IRS policies or procedures. 
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w ^ 

The passing of the RRA 98 placed emphasis on pohcies and procedures protecting taxpayer privacy and 
rights. We believe the IRS needs to be aware of all outcomes for civil complaints involving IRS 
employees. The lost and settled cases would be analyzed to determine the appropriate course of action to 
prevent future violations of taxpayer privacy and rights. 

Recommendations 

1. The Office of the Chief Counsel should obtain all results of civil cases involving IRS employees 
fi-om the DOJ. The results of all cases should be captured in the Office of the Chief Counsel's 
management information system to allow for the ready identification of any lost or settled cases. 

Management's Response : The Chief Counsel will modify the management information system to 
provide additional fields for entry of information regarding the ultimate outcome in all the 
various types of cases discussed in the report. However, the IRS and the Office of Chief Counsel 
are in the midst of a massive organizational restructuring as well as a major effort to upgrade our 
basic technology infi-astmcture. Computer programming efforts that are directly related to the 
current tax-filing season, to implementation of new tax laws, and to these major modernization 
efforts must be given priority over all other projects. 

The Chief Counsel will adopt formal procedures requiring personnel who are responsible for 
monitoring these cases to request information regarding case outcomes. While this practice has 
been followed informally in some offices, the Chief Counsel agrees it should be required 
uniformly. 

2. The Office of the Chief Counsel should establish a formal process to refer lost and settled cases 
either to the TIGTA for criminal investigation and/or IRS functional management for review of 
IRS policy and procedures to determine if any systemic changes are necessary to protect taxpayer 
privacy and rights. 

Management's Response : The Chief Counsel will adopt formal procedures requiring the appropriate IRS 
functional management be notified of the outcome of every case of this type including cases that the 
government wins or settles on a favorable basis as well as those that result in a loss or settlement adverse 
to the government's position. 

In addition. Chief Counsel attomeys will be instructed also to advise management of the Treasury 
Department standards goveming referrals to TIGTA at the time IRS functional mmiagement is informed 
of the results of the case, and provide a recommendation as to whether such a referral is appropriate in 
light of the outcome of the case. 

Conclusion 
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We found the Office of the ChierCounsers management inforaiation^stem adequate to control the 
inventory of civil cases. However, we believe that the results of the cases and the damage amounts, if 
any, need to be captured in the management information system. Additionally, a formal process should 
be established to refer lost and settled cases to either TIGTA for possible criminal investigation and/or 
IRS functional management for review of IRS policy and procedures to determine if any systemic 
changes are necessary to protect taxpayer privacy and rights. 

Appendix I 

Detailed Objective, Scope, and Methodology 

The overall objective of this review was to determine the effectiveness of the Internal Revenue Service's 
(IRS) controls over civil suits against the Government. We focused on civil suits which taxpayers can 
file involving the IRS. To accomplish our objective, we: 

L Assessed the process for controlling and monitoring settlement cases and identified any lack of 
controls and/or control weaknesses. 

A. Identified all possible civil cases that could be filed against the Govemment involving the 
IRS. Identified approximately 46,000 civil cases closed during the period January 1, 1998, 
through September 30, 1999. 

B. Identified and reviewed the IRS policies and procedures regarding these cases and 
determined how settlement cases are processed. 

C. Reviewed seven Intemal Revenue Code (I.R.C.) §7431 case files which were included on 
the Department of Justice's (DO J) list of settlement cases for the period of January 1, 
1998, through August 31, 1999, and determined whether appropriate documentation 
existed to identify case disposition. 

D. Interviewed Office of the Chief Counsel employees and identified the process used to 
track and monitor civil cases taxpayers filed involving the IRS. 

I. Evaluated the IRS management information system used to control civil cases involving 
settlements against the IRS for accuracy, completeness, and usefulness. 

A. Reviewed input sheets and documentation regarding database categories for the Office of 
the Chief Counsel's management information system and determined the type of 
information that was maintained. 

B. Obtained from the DOJ a report of cases involving settlements for the period January 
1,1998, through August 3 1,1999, and compared to information obtained from the Office 
of Chief Counsel management information system and determined whether it was 
complete. 

C. Traced the seven LR.C. §7431 cases listed on the DOJ's list pf settlement cases the IRS 
case files and determined the accuracy of the IRS records. 
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D. Interviewed Offic?Df Chief Counsel employees and delfHmiined the process for entering 
data into the management information system, uses of the system, and the type of 
information maintained. 

Appendix II 

Major Contributors to This Report 

Walter E. Arrison, Associate Inspector General for Audit (Wage and Investment Income Programs) 

Michael PhilUps, Director 

Debbie Gregory, Audit Manager 

Patricia Lee, Audit Manager 

Kent Johnson, Senior Auditor 

Frank Jones, Senior Auditor 

John O'Rourke, Senior Auditor 

Thomas Don, Auditor 

Bobbie Draudt, Auditor 

Peter Stoughton, Auditor 

Appendix III 

Report Distribution List 

Deputy Commissioner Operations C:DO 

Office of the Chief Counsel CC 

Assistant Chief Counsel (Disclosure Litigation) CC:EL:D 

Assistant Chief Counsel (General Litigation) CC:EL:GL 
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National Director for Legislativ?5vffairs CL;LA "^ 

Office of Management Controls M:CFO:A:M 

Director, Office of Program Evaluation and Risk Analysis M:0 

Office of the National Taxpayer Advocate C:TA 

Appendix IV 

Additional Information Regarding Civil Cases 

There are several matters in which a taxpayer can file a civil complaint that involves the Intemal 
Revenue Service (IRS). These include violations of the following: 

o Privacy Act. The Privacy Act not only allows individuals to obtain their own records, it 
also gives the individual the right to correct, amend, or delete information that is 
inaccurate, irrelevant, outdated, or incomplete. 

o Freedom of Information Act (FOIA). The FOIA creates procedures whereby any member 
of the pubUc may obtain the records of the agencies of the Govemment. 

o Intemal Revenue Code (I.R.C.) §7422 (Civil Actions for Refund). A taxpayer can file a 
suit for the recovery of any intemal revenue tax alleged to have been erroneously or 
illegally assessed or collected 

o I.R.C. §7426 (Civil Actions by Persons Other Than Taxpayers). Persons other than the 
taxpayer whose property is wrongfiiUy levied upon to satisfy another taxpayer's liability 
may bring a civil action against the United States. 

o I.R.C. §7431 (Improper Disclosure of Retums and Return Information). A person may sue 
for civil damages if any officer or employee of the United States knowingly, or by reason 
of negligence, inspects or discloses any return or return information with respect to the 
taxpayer in violation of any provision of LR.C. § 6103. 

o LR.C. §7432 (Civil Damages for Failure to Release Lien). A taxpayer may bring a civil 
action for damages against the United States if any officer or employee of the IRS 
knowingly, or by reason of neghgence, fails to release a lien under LR.C. §6325 on 
property of the taxpayer. 

o I.R.C. §7433 (Civil Damages for Certain Unauthorized Collection Actions). This section 
permits a taxpayer to recover civil damages arising fi-om an IRS officer's or employee's 
negligent disregard of any provision of the LR.C. or the Department of the Treasury 
regulations in connection with the collection of federal tax fi-om the taxpayer. 

o LR.C. §7435 (Civil Damages for Unauthorized Enticement of Information Disclosure). A 
taxpayer may sue for civil damages if any officer or employee of the United States 
intentionally compromises the determination or collection of any tax due from an attorney, 
certified public accountant, or enrolled agent representing the taxpayer in exchange for 
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information conv^d by the taxpayer to the attorney, cMfied public accountant, or 
enrolled agent for purposes of obtaining advice concerning the taxpayer's tax liability. 

Appendix V 

Management's Response to the Draft Report 

The response was removed due to its size. To see the complete response, please see the Adobe PDF 
version of flie report on the TIGTA Public Web Page. 
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Management Advisory Report: No Violations of the Fair Debt Collection 
Practices Act Resulted in Administrative or Civil Actions (Fiscal Year 2001) 

July 2001 

Reference Number: 2001-10-081 



This report has cleared the Treasury Inspector General for Tax Administration disclosure 
review process and information determined to be restricted from public release has been 

redacted from this document. 

July 24, 2001 



MEMORANDUM FOR DEPUTY COMMISSIONER CHIEF COUNSEL 

FROM: Pamela J. Gardiner /s/ Pamela J. Gardiner 

Deputy Inspector General for Audit 

SUBJECT: Final Management Advisory Report - No Violations of the Fair Debt Collection 
Practices Act Resulted in Administrative or Civil Actions (Fiscal Year 2001 ) 

This report presents the results of our Fiscal Year 2001 Fair Debt Collection Practices Act 
(FDCPA) review. In summary, we found no violations of the FDCPA reported by Internal 
Revenue Service (IRS) management that resulted in an administrative action against an 
employee. Additionally, there were no civil actions that resulted in the IRS paying monetary 
settlements to taxpayers because of an FDCPA violation. 

IRS management agreed with the observations in the draft report. The full text of their 
comments is included as an appendix. 

Copies of this report are also being sent to the IRS managers who are affected by the report. 
Please contact me at (202) 622-6510 if you have any questions or Maurice S. Moody, 
Assistant Inspector General for Audit (Headquarters Operations and Exempt Organizations 
Programs), at (202) 622-8500. 
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Executive Summary 

The Fair Debt Collection Practices Act (FDCPA) includes provisions that restrict various collection 
abuses and harassment in the private sector that did not apply to the United States (U.S.) Government at 
the time the FDCPA was enacted. However, the Internal Revenue Service (IRS) Restructuring and 
Reform Act of 1998 (RRA 98) requires the IRS to comply with certain provisions of the FDCPA and to 
be at least as considerate to taxpayers as private creditors are required to be with their customers. In 
addition, taxpayers who believe their FDCPA rights were violated can file a civil action against the U.S. 
Government under the Civil Damages for Certain Unauthorized Collection Actions statute. 

Section 1 102 (dXl)(G) of the RRA 98 requires the Treasury Inspector General for Tax Administration 
(TIGTA) to include in one of its semiannual reports to the Congress information regarding any 
administrative or civil actions related to FDCPA violations. The semiannual report must provide a 
summary of such taxpayer actions and include any judgments or awards granted. Accordingly, the 
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objective of this review was to omin information on IRS administratWf and civil actions resulting from 
violations of the FDCPA by IRS employees. The TIGTA reviewed cases coded as FDCPA violations on 
IRS computer systems opened after July 22, 1998, and closed during the period April 1 through 
December 3 1,2000. 

Results 

Based on a review of information coded as potential FDCPA violations on the IRS' computer systems, 
tiiere were no violations tiiat resulted in the IRS taking an administrative action against an employee. In 
addition, the IRS did not have any closed civil actions involving FDCPA violations. Accordingly, the 
IRS did not pay any money to taxpayers for civil actions resulting from FDCPA violations. 

No Fair Debt Collection Practices Act Violations Resulted in Administrative Action 

To determine if any FDCPA violations resulted in an administrative action, the TIGTA reviewed cases 
coded as FDCPA violations on the Automated Labor and Employee Relations Tracking System. Review 
of all 28 cases coded as FDCPA during the audit period did not identify any FDCPA violations that 
resulted in an administrative action being taken against an IRS employee. These 28 cases were either 
miscoded as FDCPA violations (19) or closed without administrative action (9). 

No Civil Actions Coded as Fair Debt Collection Practices Act Violations Were Closed 
During Our Audit Period 

Civil actions filed by taxpayers against the IRS are input to the Counsel Automated System Environment 
(CASE) for tracking. During the audit period, the CASE did not contain any closed civil actions coded 
as FDCPA. As a result, the IRS did not pay any money to taxpayers for civil actions resulting from 
FDCPA violations during the period of this review. 

Case information from the Department of Justice's (DOJ) Tax Division was obtained to better ensure 
civil actions involving FDCPA violations were captured on the CASE. Because the DOJ does not track 
FDCPA violations separately, the TIGTA reviewed the cases filed under Civil Damages for Certain 
Unauthorized Collection Actions, which allows taxpayers to sue the IRS for violations of the Internal 
Revenue Code related to collection actions. Seven cases were opened on or after July 22, 1998, and 
closed during the period April 1 through December 31, 2000. None of the seven cases involved FDCPA 
violations. 

Management's Response : IRS management agreed with the observations in the draft report. 
Management's complete response to the draft report is included as Appendix IV. 

Objective and Scope 
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The objective of this review wa?TO obtain information on Internal Re^^Bnue Service (IRS) administrative 
and civil actions resulting from violations of the Fair Debt Collection Practices Act (FDCPA) by IRS 
employees. Fieldwork v^as performed in the Strategic Human Resources, Agency- Wide Shared Services, 
^id Chief Counsel functions in the National Headquarters during the period Febmary to March 2001. 
This review was performed in accordance with the President's Council on Integrity and Efficiency's 
Quality Standards for Inspections. 

For this Fiscal Year (FY) 2001 review, closed cases from the Automated Labor and Employee Relations 
Tracking System (ALERTS) and the Coimsel Automated System Environment (CASE) were analyzed 
to identify violations of the FDCPA. However, the Treasury Inspector General for Tax Administration 
(TIGTA) cannot ensure that cases recorded on the ALERTS encompass all potential FDCPA violations. 
As stated in a FY 2000 report on the FDCPA, data captured on the ALERTS related to potential FDCPA 
violations may not be complete and accurate. During this FY 2001 review, the TIGTA did not determine 
the accuracy or consistency of disciplinary actions taken against employees for potential FDCPA 
violations. 

Details of our objective, scope, and methodology are presented in Appendix I. Major contributors to this 
report are listed in Appendix 11. 

Background 

Section 1 102 (d)(1)(G) of the IRS Restructuring and Reform Act of 1998 (RRA 98) requires the TIGTA 
to include in one of its semiannual reports to the Congress information regarding any administrative or 
civil actions related to FDCPA violations. The semiannual report must provide a summary of such 
taxpayer actions and include any judgments or awards granted. 

The IRS' definition of administrative action includes disciplinary actions ranging from admonishment 
through removal. Lesser actions, such as oral or written counseling, are not considered administrative 
actions. The IRS' definition of administrative actions was used when determining the number of FDCPA 
violations to be reported to the Congress. 

The FDCPA includes provisions that restrict various collection abuses and harassment in the private 
sector that did not apply to the federal government at the time the FDCPA was enacted. The RRA 98 
requires the IRS to comply with certain provisions of the FDCPA and to be at least as considerate to 
taxpayers as private creditors are required to be with their customers. Specifically, the IRS may not 
communicate with taxpayers in connection with the collection of any unpaid tax: 

• At unusual or inconvenient times. 

• If the IRS knows that the taxpayer has obtained representation fi-om a person authorized to 
practice before the IRS, and the IRS knows or can easily obtain the representative's name and 
address. 

• At the taxpayer's place of employment, if the IRS kijows or has reason to know that such 
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communication is prohibrPSi. ^^ 

Further, the IRS may not harass, oppress, or abuse any person in connection with any tax collection 
activity or engage in any activity that would naturally lead to harassment, oppression, or abuse. Such 
conduct specifically includes (but is not limited to) the use or threat of violence or harm, use of obscene 
or profane language, causing a telephone to ring continuously with harassing intent, and the placement 
of telephone calls without meaningful disclosure of the caller's identity. 

If taxpayers believe the IRS has violated their FDCPA rights, they may file an administrative claim for 
damages with the applicable IRS executive for the location where the taxpayer resides or file for civil 
damages in a federal district court. 

Taxpayer complaints about IRS employees' conduct can be reported to several IRS fiinctions for 
tracking on management information systems. If a taxpayer files a civil action or if IRS management 
determines that the taxpayer's FDCPA rights were potentially violated, the complaint could be referred 
and tracked on one or both of the following IRS systems: 

• Office of Workforce Relations' ALERTS, which generally tracks employee behavior that may 
warrant IRS management administrative actions. 

• Chief Counsel's CASE, which is an inventory control system that tracks items such as taxpayer 
civil actions or bankruptcies. 

The IRS implemented FDCPA codes on the ALERTS in March 1999 and on the CASE in June 1999. 

Results 

Based upon a review of information coded as potential FDCPA violations on the IRS' computer 
systems, there were no violations that resulted in the IRS taking an administrative action against an 
employee for the period April 1 through December 3 1 , 2000. In addition, the IRS did not have any 
closed civil actions involving FDCPA violations for this period. Accordingly, the IRS did not pay any 
money to taxpayers for civil actions resulting fi-om FDCPA violations. 

No Fair Debt Collection Practices Act Violations Resulted in Administrative Action 

IRS managers investigate a taxpayer complaint against an employee and coordinate with the local Labor 
Relations office to determine the appropriate level of disciplinary action. If the misconduct requires an 
administrative action, managers refer the complaint to the local Labor Relations office, which tracks it 
on the ALERTS. The following categories were established on the ALERTS to track potential FDCPA 
violations: 

o Contact with a taxpayer at an unusual location or time. 
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o Direct contact witK taxpayer without the consent of thTOxpayer's representative. 

o Contact with a taxpayer at his or her place of employment when prohibited. 

o Conduct which is intended to harass or abuse a taxpayer. 

o Use of obscene or profane language toward a taxpayer. 

o Continuous telephone calls to a taxpayer with the intent to harass. 

o Telephone calls to a taxpayer without meaningful disclosure of the employee's identity. 

To determine if any FDCPA violations resulted in an administrative action, the TIGTA reviewed cases 
from the ALERTS coded as potential FDCPA violations that were opened after July 22, 1998, and 
closed during the period April 1 through December 31, 2000. Review of all 28 cases coded as FDCPA 
violations did not identify any FDCPA violations that resulted in an administrative action being taken 
against an employee. 

Nineteen of the 28 cases reviewed from the ALERTS were incorrectly coded as FDCPA violations. The 
other nine cases were closed witiiout administrative action. The TIGTA previously identified miscoding 
of FDCPA cases on the ALERTS and made a recommendation to address this issue in a FY 2000 report 
on the FDCPA. IRS management agreed to take corrective actions to better ensure FDCPA violations 
are properly identified and reported. 

No Civil Actions Coded as Fair Debt Collection Practices Act Violations Were Closed 
During Our Audit Period 

Civil actions filed by taxpayers against the IRS are input to the CASE database by District Counsel, who 
are responsible for coding the case with the appropriate category code. 

For cases opened after July 22, 1998, and closed during the period April 1 through December 31, 2000, 
the CASE did not include any closed civil actions coded as FDCPA. Accordingly, the IRS did not pay 
any money to taxpayers for civil actions resulting from FDCPA violations during the period of this 
review. 

Case information from the Department of Justice's (DOJ) Tax Division was obtained to better ensure 
civil actions involving FDCPA violations were captured on the CASE. Because the DOJ does not track 
FDCPA violations separately, the TIGTA reviewed the cases filed under Civil Damages for Certain 
Unauthorized Collection Actions, which allows taxpayers to sue the IRS for violations of the Internal 
Revenue Code related to collection actions. Seven cases were initiated on or after July 22, 1998, and 
closed during the period April 1 through December 31, 2000. None of the seven cases involved FDCPA 
violations. 

Management's Response : IRS management in the Office of the Chief Counsel and the Workforce 
Relations Division in Strategic Human Resources considered the report to be accurate and complete and 
were in agreement with its findings. 
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Conclusion ^ 

Based upon a review of information coded as potential FDCPA violations on the IRS' computer 
systems, there were no violations that resulted in the IRS taking an administrative action against an 
employee for the period April 1 through December 31, 2000. In addition, the IRS did not have any 
closed civil actions involving FDCPA violations for this period. Accordingly, the IRS did not pay any 
money to taxpayers for civil actions resulting from FDCPA violations. 

Appendix I 

Detailed Objective. Scope, and Methodology 

The objective of this review was to obtain information on Internal Revenue Service (IRS) administrative 
and civil actions resulting from violations of the Fair Debt Collection Practices Act (FDCPA) by IRS 
employees. Specifically, we: 

I. Determined the number of FDCPA violations resulting in administrative actions. 

A. Obtained a computer extract from the Automated Labor and Employee Relations Tracking 
System (ALERTS) of 28 cases that were opened after July 22, 1998, and closed during the 
period April 1 through December 31, 2000, coded as FDCPA violations. 

1. Analyzed available ALERTS information to ensure the cases were accurately 
coded as FDCPA violations. 

2. Obtained additional case file information from the local Labor Relations offices to 
determine if cases were coded accurately as FDCPA violations. 

B. Determined if any cases involving FDCPA violations resulted in an administrative action. 

1 . Reviewed the final disposition code for the cases involving FDCPA violations. 

2. Determined if any cases resulted in a minimum disciplinary action of 
admonishment. 

3. Reviewed case file information from the local Labor Relations offices, if 
necessary, to determine if the violations occurred after July 22, 1998. 

II. Determined if there were any IRS civil actions (judgments and awards granted) resulting from 
violations of the FDCPA. 

A. Requested a computer extract from the Counsel Automated System Environment (CASE) 
for Subcategory 51 1 (established to track FDCPA violations) cases opened after July 22, 
1998, and closed during the period April 1 through December 31, 2000. (Note: No cases 
met our criteria for review.) 

B. Requested copies from the Department of Justice's Tax Division of any complaints 
opened on or after July 22, 1998, involving any Internal Revenue Code § 7433 civil action 
and closed during the period April 1 through December 31, 2000. 

Appendix II 
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Management's Response to the Draft Report 



The response was removed due to its size. To see the response, please go to the Adobe PDF version of 
the report on the TIGTA Public Web Page. 
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Improvements Should Be Made to Better Control and Report Internal 
Revenue Service Restructuring and Reform Act of 1998 Section 1203 

Information 

September 2001 

Reference Number: 2001-10-188 



This report has cleared the Treasury Inspector General for Tax Administration disclosure 
review process and information determined to be restricted from public release has been 

redacted from this document. 

September 26, 2001 
MEMORANDUM FOR DIRECTOR, COMMISSIONER'S 

COMPLAINT PROCESSING AND ANALYSIS GROUP 

DEPUTY INSPECTOR GENERAL FOR 
INVESTIGATIONS, 

TREASURY INSPECTOR GENERAL FOR TAX 
ADMINISTRATION 
FROM: Pamela J. Gardiner /s/ Pamela J. Gardiner 

Deputy Inspector General for Audit 

SUBJECT: Final Audit Report - Improvements Should Be Made to Better Control and Report 
Internal Revenue Service Restructuring and Refomr) Act of 1998 Section 1203 Information 

This report presents the results of our review and recommendations regarding Section (§) 
1203 complaints. The objectives of this review were to determine if Internal Revenue Service 
(IRS) Restructuring and Refonii Act of 1998 (RRA 98) § 1203 complaints were property 
controlled by the IRS and the Treasury Inspector General for Tax Administration (TIGTA), and 
if RRA 98 § 1203 complaint information was accurately reported in the TIGTA Semiannual 
Report to the Congress. 
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In summary, at the time of our review, management could not locate 9 of 173 sampled RRA 98 
§ 1203 complaints, and management infomiation systems did not contain current infomiation 
for 22 of the 173 sampled § 1203 complaints. After we brought these issues to the attention of 
IRS and TIGTA Office of Investigations management, they began taking corrective actions to 
locate the 9 complaints and update the computer systems for the 22 complaints. We also 
identified 28 allegations outside of our sample where the § 1203 violation code had been 
removed from the management infomiation system based on the procedures in effect prior to 
June 2000. This resulted in infomnation being inconsistently reported in the TIGTA Semiannual 
Report to the Congress. Additionally, we identified two required § 1203 items that were 
reported incorrectly in a Fiscal Year (FY) 2000 TIGTA Semiannual Report to the Congress and 
five items not required to be reported that were overstated in two FY 2000 semiannual reports. 

We recommended that IRS and TIGTA Office of Investigations management locate and 
complete necessary actions for the remaining RRA 98 § 1203 complaints that could not be 
tocated, conect the status for the remaining § 1203 complaints where the information was not 
current, develop a process to better control § 1203 complaints, and ensure that § 1203 
complaint infomiation is accurately reported in the TIGTA Semiannual Report to the Congress. 

IRS and TIGTA Office of Investigations management agreed with these recommendations. 
Their comments have been incorporated into the report where appropriate, and the full text of 
their comments is included as Appendices VI and VI I , respectively. 

Copies of this report are also being sent to the IRS managers who are affected by the report 
recommendations. Please contact me at (202) 622-6510 if you have questions or John R. 
Wright, Acting Assistant Inspector General for Audit (Headquarters Operations and Exempt 
Organizations Programs), at (202) 622-8500. 
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.qection 1203 CoH'a'"t information Reported in t t ^emi an nual Reports to the 
Conaress Was Not Always Acciirate and Did Not Represen t All Complaints 

Conclusion 

Appendix I - Detailed Objectives. Scop e, and Methodology 

Appendix II - Maior Contributors to This Report 

Appendix III - Report Distribution List 

A ppendix IV - Outcome Measures 

Appendix V - Internal Revenue Service Restructuring and Reform Act o f 1998 Section 1203 
Provisions Reouiring Termination of Employment 

Appendix VI - Internal Revenue Service Commissioner's Complaint Proc ess ing and Analysis 
Group's Response to the Draft Report 

Appendix VII - Treasury Inspector General for Tax Administrati on Office of Investigations' 
Response to the Draft Report 

Executive Summary 

The Internal Revenue Service (IRS) Restructuring and Reform Act of 1998 (RRA 98) Section (§) 1203 
provides the IRS Commissioner with the authority to terminate the employment of IRS employees for 
certain proven violations committed in connection with the performance of official duties. The IRS 
Commissioner also has the authority to determine whether mitigating factors exist that weigh agamst 
termination. One example of an RRA 98 § 1203 violation is the willful failure to obtain the required 
approval signatures on documents authorizing the seizure of a taxpayer's property. Employees may 
appeal the charges of § 1203 misconduct throughout the administrative process. However, once all 
appeals have been exhausted and the IRS Commissioner makes a final decision that an employee 
committed one of the § 1203 provisions, the final decision cannot be appealed and the employee is 
removed from Federal service, as required by the RRA 98. RRA 98 § 1 102(a) added Internal Revenue 
Code § 7803(d)(1)(E) (Supp. IV 1998) to require the Treasury Inspector General for Tax Admmistration 
(TIGTA) to annually report to the Congress any termination or mitigation under RRA 98 § 1203. 

The objectives of this audit were to determine if RRA 98 § 1203 complaints were properly controlled by 
the IRS and the TIGTA and if RRA 98 § 1203 complaint information was accurately reported m the 
TIGTA Semiannual Report to the Congress. 
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Results 

The IRS and the TIGTA Office of Investigations can better ensure that RRA 98 § 1203 complaint 
information is properly controlled and accurately reported in the TIGTA Semiannual Report to the 
Congress In general, complaints referred fh)m one office to another withm the TIGTA Office ot 
Investigations, or from one office to another within the IRS, were accounted for and amved at their final 
destination. However, at the time of our review, management could not locate 9 of the 173 complamts m 
our sample, and management information systems did not contain current information for 22 of the 173 
complaints in the sample. We also identified 28 allegations outside of our sample where the § 1203 
violation code had been removed fix)m the Investigations Management Information System (IMIS) 
based on the procedures in effect prior to June 2000. This resulted in information being inconsistently 
reported in the TIGTA Semiannual Report to the Congress. Additionally, we identified two required § 
1203 items that were reported incorrectly in a Fiscal Year (FY) 2000 TIGTA Semiannual Report to the 
Congress and five items not required to be reported that were overstated in two FY 2000 semiannual 
reports. 

Section 1203 Complamts Could Not Always Be Located and Management 
Information Was Not Always Current or Consistent 

For 31 of the 173 complaints in our sample, eitiier the complaints could not be located from information 
recorded on the computer databases (9 complaints) or the computer databases did not contain current 
information about the complaints (22 complaints). We projected our findings to the total population of 
1,213 open § 1203 complaints on the IRS and TIGTA databases as of September 30, 2000. Accordmg to 
the projection, casework may not have been completed for an estimated 38 complaints (± 1 .93 percent) 
and the computer databases may not contain current information for another 125 complaints (± 4.23 
percent). After we brought these issues to the attention of IRS and TIGTA Office of Investigations 
management, they began taking corrective actions to locate the 9 complaints and update the computer 
systems for the 22 complaints. 

Section 1203 Complaint Information Reported in the Semiannual Reports to the 
Congress Was Not Always Accurate and Did Not Represent All Complaints 

We compared § 1203 complaint information reported in the FY 2000 TIGTA Semiannual Reports to the 
Congress to § 1203 complaint documentation obtained from the IRS Commissioner's Complaint 
Processing and Analysis Group (CCPAG) and from the TIGTA Complaint Management Division. Two 
required § 1203 items were reported incorrectly in one FY 2000 Semiannual Report and five items not 
required to be reported were overstated in two FY 2000 Semiannual Reports. 

Summary of Recommendations 
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We recommend that IRS CCPATOid TIGTA Office of Investigation^flianagement locate and complete 
necessary actions for the remaining RRA 98 § 1203 complaints that could not be located, correct the 
computer databases for those § 1203 complaints where the information was not current, ensure 
compUance with existing procedures for processing § 1203 complaints, devise a method to ensure § 
1203 complaints can be located in the future, and ensure that § 1203 complaint information is accurately 
reported in the TIGTA Semiannual Report to the Congress. 

Management's Response : IRS CCPAG and TIGTA Office of Investigations management agreed with 
the observations and recommendations in the report. Both offices took immediate action to resolve the 
remaining complaints we could not locate and to correct the computer databases where the information 
was not current In addition, controls will be strengthened to ensure compliance with existing procedures 
for processmg § 1203 complaints and to ensure that § 1203 complaint information is accurately reported 
in the TIGTA Semiannual Report to the Congress. 

IRS and TIGTA management's complete responses to the draft report are included as Appendices VI 
and Vn, respectively. 

Objectives and Scope 

The overall objectives of this audit were to determine if Internal Revenue Service (IRS) Restructuring 
and Reform Act of 1998 (RRA 98) Section (§) 1203 complaints were properly controlled by the IRS and 
the Treasury Inspector General for Tax Administration (TIGTA) and if § 1203 complamt information 
was accurately reported in the TIGTA Semiannual Report to the Congress. Audit work was performed in 
the IRS Commissioner's Complaint Processing and Analysis Group (CCPAG) and the TIGTA Office of 
Investigations' Complaint Management Division (CMD). The audit was conducted between December 
2000 and April 2001 and was performed in accordance with Government Auditing Standards. 

To accomplish the objectives, we: 

• Interviewed IRS CCPAG and TIGTA CMD personnel to determine how complaints are received, 
controlled, tracked, and eventually reported in the TIGTA Semiannual Report to the Congress. 

• Reviewed a statistically valid sample of 173 open § 1203 complaints from the IRS and the 
TIGTA Office of Investigations databases as of September 30, 2000, to determine if the 
complamts were properly controlled. 

• Reviewed documentation from the IRS CCPAG and the TIGTA CMD to determine the accuracy 
of the § 1203 complaint information reported in the TIGTA Semiannual Reports to the Congress 
for the 6-month periods ending March 3 1 , 2000, and September 30, 2000. 

Details of the audit objectives, scope, and methodology are presented in Appendix I. Major contributors 
to this report are listed in Appendix II. 

Background 
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On July 22, 1998, the President signed the RRA 98 into law. RRA 98 § 1 102(a) added Internal Revenue 
Code (I.R.C.) § 7803(d)(1)(E) (Supp. IV 1998) to require the TIGTA to annually report to the Congress 
any termination or mitigation under RRA 98 § 1203. Section 1203 provides the IRS Commissioner with 
the authority to terminate the employment of IRS employees for certain proven violations committed in 
connection with the performance of their official duties. The IRS Commissioner also has the authority to 
determine whether mitigating factors exist that weigh against termination. One example of an RRA 98 § 
1203 violation is the willfiil failure to obtain the required approval signatures on documents authorizing 
the seizure of a taxpayer's property. 

IRS employees and taxpayers may submit § 1203 complaints through e-mail, regular mail, telephone, or 
fax to any office within the IRS or the TIGTA Office of Investigations. Once received, § 1203 
complaints may be investigated by either the IRS or the TIGTA Office of Investigations. In most 
instances, the TIGTA is given the opportunity to review a § 1203 complaint to decide who should 
conduct the investigation. The following explains the types of § 1203 complaints investigated by the IRS 
and the TIGTA. 

Complaints that must be referred to the TIGTA 

With the exception of potential Equal Employment Opportunity-related complaints and tax-related 
issues, the following complaints are referred directly and immediately to the TIGTA Office of 
Investigations: 

• Section 1203 complaints related to all managers, Senior Executive Service, Criminal 
Investigation, or GS-15 employees. 

• Section 1203 complaints related to false statements under oath, falsification of documents, assault 
or battery, confidentiality and disclosure of return information, or threat of audit. 

Complaints that may be referred to the TIGTA 

Based on preliminary investigation by the IRS, complaints related to the remaining § 1203 provisions 
may be referred to the TIGTA Office of Investigations, as follows: 

• Section 1203 complaints related to seizures, constitutional rights, or harassment/retaliation, if IRS 
management determines that a potential § 1203 violation exists and threshold criteria have been 

met. 

• Section 1203 complaints related to discrimination (civil rights), if IRS management determines 
that a potential § 1203 violation exists and specific criteria have been met. 

• Section 1 203 complaints related to late filing or the understatement of tax liability, if IRS 
management determines that a potential § 1203 violation exists and the facts indicate a potential 
criminal violation. 
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If the TIGTA Office of InvestigMons declines to conduct an investigM)n, the complaint is referred to 
the IRS through the CCPAG. The IRS Commissioner established the CCPAG to enhance the IRS' 
responsiveness to employee and taxpayer complaints. In October 1999, the CCPAG began receiving and 
controlling all § 1203 complaints referred from the TIGTA to the IRS. 

Evataation of § 1203 Complaints 

Once the facts are established through an inquiry or investigation, IRS managers, with the assistance of 
local labor relations specialists and the staff of the Centralized Adjudication Unit (CAU), evaluate the 
information to determine if a § 1203 violation has occurred. If there is sufficient evidence to support that 
a § 1203 violation occurred, the employee is given a letter advising that the IRS proposes to remove him 
or her from Federal service. The employee has a right to respond to this letter orally or in writing. After 
the employee responds to the letter, a deciding IRS management official determines if the evidence 
supports the § 1203 violation charge. This factual determination may be reviewed through arbitration or 
the employee may appeal the charge of § 1203 misconduct to the Merit Systems Protection Board. If the 
employee's appeal is not successful and the § 1203 violation remains supported, the case is forwarded to 
flie Conmiissioner's § 1203 Review Board for evaluation. 

The Commissioner's § 1203 Review Board evaluates all cases where there is enough evidence to 
support the § 1203 violation charge and recommends a disciplinary action (either termination or 
mitigation) for each case. The Review Board only forwards a § 1203 case to the IRS Conmiissioner if it 
determines that the Commissioner should consider mitigation. If the Review Board determines that the 
Commissioner should not consider mitigation, the case is returned to the deciding IRS management 
official and the employee is removed from Federal service under the authority of the Commissioner, as 
required by the RRA 98. 

Employees have the same rights to appeal a removal action as they did before the enactment of the RRA 
98 and may appeal the charges of § 1203 misconduct throughout the administrative process. However, 
once the IRS Commissioner makes a final judicial or administrative determination that an employee 
committed one of the § 1203 provisions, the final decision cannot be appealed and the employee is 
removed from Federal service, as required by the RRA 98. 

During the time period covered by our review, the TIGTA Office of Investigations used the 
Investigations Management Information System (IMIS) to control and track § 1203 complaints. If a 
complaint involves allegations against more than one IRS employee, the TIGTA tracks each employee 
as a separate allegation. The IRS uses two computer systems, the Automated Labor and Employee 
Relations Tracking System (ALERTS) and the Executive Correspondence Management System 
(ECMS), to control and track § 1203 complaints. 

When the RRA 98 became law on July 22, 1998, the IRS and the TIGTA Office of Investigations began 
developing procedures for the processing of § 1203 complaints. As with any new process, many 
procedures changed during the beginning stages as each organization determined the best way to jointly 
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handle these complaints. As a re^t, the processes and systems for co1if oiling § 1203 complaints 
evolved as both the IRS and the TIGTA gained experience in implementing the law. 

Results 

The IRS and the TIGTA Office of Investigations can better ensure that RRA 98 § 1203 complaint 
information is properly controlled and accurately reported in the TIGTA Semiannual Report to the 
Congress. In general, complaints referred from one office to another within the TIGTA Office of 
Investigations, or from one office to another within the IRS, were accounted for and arrived at their final 
destination. 

However, at the time of our review, management could not locate 9 of the 173 complaints in our sample, 
and management information systems did not contain current information for 22 of the 173 complaints 
in the sample. After we brought these issues to the attention of IRS and TIGTA Office of Investigations 
management, they began taking corrective actions to locate the 9 complaints and update the computer 
systems for the 22 complaints. We also identified 28 allegations outside of our sample where the § 1203 
violation code had been removed from the IMIS based on the procedures in effect prior to June 2000. 
This resulted in information being inconsistently reported in the TIGTA Semiannual Report to the 
Congress. 

Additionally, we identified two required § 1203 items that were reported incorrectly in a Fiscal Year 
(FY) 2000 TIGTA Semiannual Report to the Congress and five items not required to be reported that 
were overstated in two FY 2000 semiannual reports. 

Section 1203 Complaints Could Not Always Be Located and Management Information 
Was Not Always Current or Consistent 

For 31 of the 173 complaints in our sample, either the complaints could not be located fi*om information 
recorded on the computer databases (9 complaints) or the computer databases did not contain current 
information about the complaints (22 complaints). We projected our findings to the total population of 
1,213 open § 1203 complaints on the IRS and the TIGTA databases as of September 30, 2000. 
According to the projection, casework may not have been completed for an estimated 38 complaints (± 
1.93 percent) and the computer databases may not contain current information for another 125 
complaints (± 4.23 percent). 

In addition to reviewing the sample of complaints, we analyzed the IMIS and identified 28 allegations 
where the § 1203 violation code had been removed fi"om the system, which resulted in information being 
inconsistently reported in the TIGTA Semiannual Report to the Congress. 

Transfers were not properly controlled for nine complaints 
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At the time of our review, neitheTOe IRS nor the TIGTA Office of Instigations could locate 9 of the 
173 complaints (5 percent) reviewed. Seven of the nine complaints that could not be located were 
transferred from the TIGTA Office of Investigations to the IRS. As a result, we could not determme if 
the IRS had completed its investigation for these complaints. 

• Five complaints were referred to the IRS according to the IMIS, but neither the IRS nor the 
TIGTA Office of Investigations could provide us with a copy of the required transmittal form, 
Complaint Referral Memorandum - Response Required (Form 2070), during the time of our 

review. . 

• One complaint was referred using Form 2070, but the TIGTA Office of Investigations did not 
have a receipted copy of the Form 2070 to show that the complaint reached its final destination. 
The TIGTA Office of Investigations had referred the complaint to a former IRS Regional 
Commissioner's office before the CCPAG was established. 

• One complaint was referred using Form 2070 and the TIGTA Office of Investigations had a 
receipted Form 2070, indicating that the CCPAG received the complaint. However, the complaint 
was not controlled on the ALERTS, which indicates that the complaint may not have been 
worked. 

The two remaining complaints that could not be located were transferred from the C AU to a field Labor 
Relations office. However, the field Labor Relations offices had no record of receiving the complaints. 

Transmittal forms are generally used to help ensure that management maintains control of the 
documents as they are fransferred fix)m one office to another. Use of a transmittal form generally 
requires the receiving official to acknowledge receipt of the document by sending a signed copy of the 
form back to the originator. The TIGTA Office of Investigations requires the use of Form 2070 as a 
fransmittal form when transferring complaints. 

IRS management does not require the use of a document transmittal when transferring complaints within 
the IRS. Instead, a cover letter is attached to the complaint and the computer database is updated to show 
the complaint was transferred. However, with this method of transfer, there is no follow-up to ensure the 
employee receives the complaint. 

One complicating factor that increases the difficulty of tracking complaints as they are transferred 
between the IRS and the TIGTA Office of Investigations is the lack of a uniform complaint numbering 
system to identify complaints in both offices that are recorded on different computer systems. Because 
the IRS and the TIGTA computer systems were not designed to be integrated with each other, each uses 
a different numbering system to identify complaints. Without a common field to link the computer 
systems, complaints that are transferred between the IRS and the TIGTA Office of Investigations cannot 
be systemically tracked between the two organizations. 

If § 1203 complaints are not properly controlled, the administrative action required by law may not be 
taken by the IRS Commissioner. Uncontrolled complaints could also result in § 1203 information being 
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understated in the TIGTA Semiiffiual Report to the Congress. AdditiWilly, if all actions are not 
completed on complaints, employees may not have the opportunity to be proven innocent. 

Computer information was not current for 22 complaints 

Information contained on the IRS and the TIGTA computer systems was not current for 22 of the 173 
complaints (13 percent) in our sample at the time of our review. Generally, for these 22 complaints, the 
IMIS, the ALERTS, or the ECMS databases either had not been updated to show the most current work 
on the case or the information had been entered incorrectly. For example, the IMIS database indicated 
that ten complaints had been referred to the IRS for action, although the IRS had completed action on 
the complaints and closed them on its databases. For two other complaints, the IMIS database showed 
the complaints had been sent to the CMD when they had actually been referred to the IRS for action. 

The IRS and the TIGTA Office of Investigations rely on accurate management information to document 
the location of complaints and to report § 1203 information. Complaints are entered onto computer 
inventory systems when received, and IRS and TIGTA employees are responsible for updating their 
respective computer systems whenever complaints are referred from one office to another or when the 
status of a complaint changes. If information is not updated when the status of a complaint changes (i.e., 
open, closed, referred), the accuracy of the TIGTA Semiannual Report to the Congress could be affected. 

Computer information wam not consistent for 28 allegations 

The general § 1203 information reported in the semiannual report relies on accurate § 1203 violation 
code information. However, a comparison of the September 2000 IMIS data with the March 2000 IMIS 
data identified 28 allegations that were originally coded as § 1203 violations in March, but were no 
longer coded as § 1203 violations in September. The TIGTA enters all § 1203 allegations received into 
the IMIS; however, prior to June 2000, TIGTA employees sometimes removed the § 1203 violation 
code if the allegation did not meet specific § 1203 criteria. We could not determine when the § 1203 
violation code for the 28 allegations had been removed, prior to June 2000 or after. 

The TIGTA Office of Investigations added procedures in June 2000 to require the retention of the § 
1203 violation code on the IMIS as originally entered. For example, the TIGTA uses the § 1203 
violation code to determine the number of allegations received involving potential § 1203 violations. 
However, if the initial investigation shows the charge of § 1203 misconduct is not supported, the TIGTA 
does not remove the § 1203 violation code from the IMIS. Instead, the TIGTA continues to show the 
complaint as an allegation of § 1203 misconduct on the IMIS and updates the complaint record with the 
^propriate closing code to show the allegation was not supported. 

Consistent treatment of the § 1203 violation code is important because this code is used in reporting 
information in the TIGTA Semiannual Report to the Congress. Removing the § 1203 violation code 
from an allegation on the IMIS reduces the total number of allegations received involving potential 
§ 1203 violations reported in the semiannual report. As a result, information was inconsistently reported 

htlp:/Awww.treas.gov/tigta/auditreports/2001reports/200l lOtSSfrJitml (10 of 24)6/2/2006 9:10:54 AM 



http://ww.treas^ggaYugggjfl(^sQ^5^!^j{^ioi«^^^ 30-2 Filed 01/29/2007 Page 31 of 97 
in the TIGTA Semiannual ReporW) the Congress. ^ 

Recommendations 

1. IRS CCPAG and TIGTA Office of Investigations management should locate and complete 
necessary actions for the remaining RRA 98 § 1203 complaints that could not be located and 
should correct the status for the remaining § 1203 complaints where the information was not 
current. 

Management's Response : CCPAG and TIGTA Investigations management have either found, or 
recreated and resolved the remaining complaints that could not be located. They have also 
updated the remaining complaints where status information was not current. 

2. IRS CCPAG and TIGTA Office of Investigations management should develop a process to better 
control § 1203 complaints. The process should include: 

• Using a transmittal form to transfer complaints between the IRS and the TIGTA. 

• Acknowledging receipt (via transmittal form) of the complaint by the receiving office (for 
complaints transferred between the IRS and the TIGTA). 

• Following up with the receiving office if receipt of the complaint is not acknowledged (for 
complaints transferred between the IRS and the TIGTA). 

• Following up with the receiving office to ensure the complaint was received (for complaints 
transferred within the IRS). 

• Updating the complaint status on all relevant computer databases when complaints are transferred 
or closed. 

• Exploring the feasibility of capturing a unique complaint number on the IRS and TIGTA 
databases. 

Management's Response : The CCPAG management processes have evolved and they now have an 
electronic system in place to control the transfer of complaints within the IRS and a manual system to 
control the transfer of complaints outside the IRS. Both systems provide a verification of receipt, a trail 
of actions, and a means to follow-up to ensure complaints are not lost. Information is exchanged with the 
TIGTA Office of Investigations to show actions taken on complaints. Also, the CCPAG decided the use 
of a common complaint number was not feasible without a common information system. 

The TIGTA Office of Investigations has a manual process in place to control the transfer of complaints. 
Special Agents in Charge (SAC) will be advised, via memorandum, of their responsibilities to verify 
receipt of any § 1203 complaints forwarded to the IRS. Also, the SACs and the CMD will be advised of 
the importance of current and accurate information on their management information systems. In 
addition, a field is available to capture an IRS complaint number, if applicable. 

1. TIGTA Office of Investigations management should develop a consistent method for identifying 
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the number of § 1203 alle|ations received for reporting in the mJTA Semiannual Report to the 
Congress. 

Management's Response : Notification will be provided to TIGTA Office of Investigations personnel 
that once a § 1203 complaint is entered into the management information system, the violation code will 
only be removed if management has determined the code was placed there in error. 

Section 1203 Complaint Information Reported in the Semiannuai Reports to the 
Congress Was Not Always Accurate and Did Not Represent All Complaints 

We compared § 1203 complaint information reported in the FY 2000 TIGTA Semiannual Reports to the 
Congress to § 1203 complaint documentation obtained from the IRS CCPAG and the TIGTA CMD. 
Two required items were reported incorrectly in one FY 2000 semiannual report and five items not 
required to be reported were overstated in two FY 2000 semiannual reports. 

The following chart summarizes the § 1203 information reported in the FY 2000 TIGTA Semiannual 
Reports to the Congress. The information on terminations and mitigated cases is required by the RRA 
98; the other information is not required, but represents the actions taken on the § 1203 allegations 
received by the TIGTA. 

Reported Versus Actual § 1203 Information 

Reported Actual Overstated/ 
(Understated) 



April FY 2000 Semiannual 








Report 








Information Required Bv RRA 








98:. 








Terminations 


11 


11 





Mitigated Cases 











Other General Infonnation: 








§ 1203 Allegations Received 


369 


369 





§ 1203 Investigations Initiated 


89 


78 


11 


Open § 1203 Investigations 


65 


56 


9 
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Closed § 1203 Investigations 24 22 2 



§ 1203 Complaints Refened to 
the IRS 


213 


199 


14 


October FY 2000 Semiannual 








Report 








Infomiation Required By RRA 
98:. 








Terminations 


15 


17 


(2) 


Mitigated Cases 


1 


2 


(1) 


Other General Infomnation: 








§ 1203 Allegations Received 


257 


251 


6 


§ 1203 investigations Initiated 


164 


164 





Open § 1203 Investigations 


132 


132 





Closed § 1203 Investigations 


32 


32 





§ 1203 Complaints Refened to 
the IRS 


108 


108 






Source: FY 2000 TIGTA Semiannual Reports to the Congress, TIGTA's IMIS database, and 
documentation from ttie CCPAG. 

The numbers of § 1203 terminations and mitigated cases were not always accurately reported by 
the IRS 

We identified all § 1203 cases evaluated by the Commissioner's § 1203 Review Board during FY 2000 
and compared the final disciplinary actions recommended by the Review Board (termination or 
mitigation) with CCPAG Outreach and Policy Support information and with the ALERTS computer data 
to determine the accuracy of the number of terminations and mitigated cases reported in the FY 2000 
TIGTA Semiannual Reports to the Congress. The IRS is responsible for accurately reporting the number 
of terminations and mitigated cases to the TIGTA for inclusion in the TIGTA Semiannual Report to the 
Congress. 

Based upon incorrect information provided by the IRS, the TIGTA reported 15 terminations and 1 
mitigated case in its Semiannual Report to the Congress for the 6-month period ending September 30, 
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2000, However, there were actuSf^ 17 terminations and 2 mitigated ^Sres recorded on the IRS computer 
systems for this period. I.R.C. § 7803(d)(1)(E) (Supp, IV 1998) requires the TIGTA to annually report to 
the Congress all terminations or mitigated cases under RRA 98 § 1203. 

The IRS tracks all personnel actions on the ALERTS; however, at the time the data was gathered for the 
semiannual report, the CCPAG Outreach and Policy Support staff did not have direct access to the 
ALERTS. Instead, the CCPAG staff relied on a "data call" to determine the total number of terminations 
and mitigated cases to report to the TIGTA Office of Investigations, but did not have access to the 
computer data to ensure that the numbers were correct and complete. In January 2001, the CCPAG 
Outreach and Policy Support fimction was given direct access to this computer data and became solely 
responsible for tracking the number of terminations and mitigated cases imder § 1203. This should 
prevent the problem from recurring. 

General § 1203 information was not always accurately reported by the Office of Investigations 

In addition to reporting the required information on terminations and mitigated cases under § 1203 in its 
Semiannual Report to the Congress, the TIGTA Office of Investigations also includes general § 1203 
information, such as the number of § 1203 allegations received by the TIGTA and the number of § 1203 
investigations initiated. 

However, five § 1203 items not required to be reported were overstated in two FY 2000 TIGTA 
Semiannual Reports to the Congress. These overstatements could have been prevented if the § 1203 
information had been independently verified prior to issuance of the semiannual reports, in accordance 
with intemal guidelines. 

For example, for the 6-month period ending 

March 30, 2000, the number of § 1203 investigations initiated was overstated by 1 1 and the number of § 
1203 complaints referred to the IRS was overstated by 14. The inaccuracies for this reporting period 
occurred because the TIGTA CMD staff who consolidated the § 1203 information did not always use 
the correct criteria in their calculations. 

For the 6-month period ending September 30, 2000, the TIGTA overstated the number of § 1203 
allegations received by six. This overstatement occurred because the CMD staff calculated the number 
of § 1203 allegations received for the entire fiscal year and then subtracted the number of § 1203 
allegations reported in the previous 6-month period. This methodology should have worked; however, 
the § 1203 violation code had been ch^iged for several of the § 1203 allegations reported in the previous 
6-month period. 

Reported information did not include the results of all § 1203 complaints 

The type of information on § 1203 complaints presented in the TIGTA Semiannual Report to the 
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Congress complies with the RrWs requirements. In addition, the TftffA Office of Investigations 
includes general § 1203 information that is not required by the law. 

We identified several other types of information that might be useful in presenting a more complete 
picture of the results of § 1203 complaints, such as the number of: 

• Employees under investigation who chose to resign or retire in lieu of termination under § 1203. 

• Employees whose removal (termination) during their probationary period was due to a § 1203 
violation. 

• Employees whose charge of § 1203 misconduct, ^id subsequent termination, was reversed 
through an appeal. 

• Section 1203 complaints received and investigated within the IRS that do not require TIGTA 
investigation. 

Although this information is not required, it would provide a more complete picture of actions resulting 
from § 1203 complaints. For example, from July 22, 1998, (the date the RRA 98 was enacted) through 
March 31, 2001, there were 41 terminations under § 1203. However, there were 93 additional employees 
during this same period that resigned or retired after § 1203 administrative procedures were initiated. 
The 93 resignations or retirements were not reported in any TIGTA Semiannual Report to the Congress. 

Recommendations 

4. TIGTA CMD management should ensure that the general § 1203 information is verified before it 
is included in the TIGTA Semiannual Report to the Congress. 

Management's Response : Standard criteria have been developed to exfract § 1203 information. In 
addition, an independent review of the information will be conducted prior to its release. 

5. The TIGTA Office of Investigations should consider reporting in the Semiannual Report to the 
Congress the number of employees who retire or resign in lieu of termination under § 1203, the 
number of employees who are removed during their probationary period due to a § 1203 
violation, the number of employees whose charge of § 1203 misconduct (and subsequent 
termination) is reversed through an appeal, and the number of § 1203 complaints received and 
investigated within the IRS that do not require TIGTA investigation. 

Until the number of § 1203 complaints received and investigated within the IRS (not requiring TIGTA 
investigation) can be included in the semiannual report, TIGTA Office of Investigations management 
should clarify that the § 1203 numbers reported in the TIGTA Semiannual Report to the Congress do not 
depict the results of all § 1203 violations. 

M^agement's Response : TIGTA Office of Investigations mmiagement will consider reporting this 
information in future Semiannual Reports. 
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Conclusion 

The IRS and the TIGTA Office of Investigations can better ensure that RRA 98 § 1203 complaint 
information is properly controlled and accurately reported in the TIGTA Semiannual Report to the 
Congress. Due to the sensitivity of § 1203 complaints, improvements should be made to ensure that § 
1203 complaints are properly controlled when transferred between offices, that complaint information 
on computer databases is current, and that § 1203 information is verified before being included m the 
TIGTA Semiannual Report to the Congress. 

Appendix I 

Detailed Objectives. Scope, and Methodology 

The overall objectives of this audit were to determine if Internal Revenue Service (IRS) Restructuring 
and Reform Act of 1998 (RRA 98) Section (§) 1203 complaints were properly controlled by the IRS and 
the Treasury Inspector General for Tax Administration (TIGTA) and if RRA 98 § 1203 complaint 
information was accurately reported in the TIGTA Semiannual Report to the Congress. We performed 
the following work: 

I. Determined if § 1203 complaints were properly controlled by the IRS and the TIGTA Office of 

Investigations. 

A. Interviewed IRS Commissioner's Complaint Processing and Analysis Group (CCPAG) 
personnel to determine how complaints are received, controlled, and tracked. Performed a 
walk-through of the CCPAG and prepared a flowchart of the process. 

B. Interviewed TIGTA Complaint Management Division (CMD) personnel to determine how 
complaints are received, controlled, and tracked. Performed a walk-through of the CMD 
and prepared a flowchart of the process. 

C. Obtamed an extract of the TIGTA Investigations Management Information System (IMIS) 
as of September 30, 2000, and requested all § 1203 records fi-om the IRS' Automated 
Labor and Employee Relations Tracking System (ALERTS) and the Executive 
Correspondence Management System (ECMS) as of September 30, 2000. Identified 21 1 § 
1203 complaints on the IMIS in the status "referred to the IRS" and 36 § 1203 complaints 
on the ALERTS or the ECMS in the status "referred to the TIGTA" as of September 30, 

2000. 

D. Identified 321 open § 1203 complaints on the IMIS and 645 open § 1203 complamts on 
the ALERTS or the ECMS that were in a "non-referred" status as of September 30, 2000. 

E. Selected a statistically valid sample of 70 open § 1203 complaints firom the population 
identified in Step I.C. that were referred either fi-om the IRS to the TIGTA Office of 
Investigations (10 complaints) or from the TIGTA Office of Investigations to the IRS (60 
complaints). Located the complaints and obtained copies of the complaint history 
documentation. Based the sample selection criteria on the following criteria: 
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Referred 


Total 

247 


IMIS 
211 


ALERTS 
12 


ECMS 


Population 


24 


Precision 


10% 








Error Rate 


50% 








Confidence Level 


95% 








Sample Size 


70 


60 


3 


7 



Our precision and error rates were larger in the referred sample than in the non-referred 
sample (Step I.F.) because, in our opinion, complaints transferred between offices had a 
higher risk of not being controlled than complaints that were not transferred. We used an 
expected error rate of 50 percent to provide the largest potential sample. We used a 10 
percent precision rate because if we found uncontrolled complaints, the precision of the 
sample would be immaterial. 

F. Selected a statistically valid sample of 103 open § 1203 complaints from the population 
identified in Step I.D. that were in a "non-referred" status on the IRS systems (69 
complaints) or the TIGTA system (34 complaints). Located the complaints and obtained 
copies of the complaint history documentation. Based the sample selection criteria on the 
following criteria: 



Non-referred 


Total 
966 


IMIS 

321 


ALERTS 

418 


ECMS 


Population 


227 


Precision 


4% 








Error Rate 


5% 








Confidence Level 


95% 








Sample Size 


103 


34 


45 


24 



II. Determined if § 1203 complaint information was accurately reported in the Fiscal Year (FY) 
2000 TIGTA Semiannual Reports to the Congress. 

A. Interviewed appropriate CCPAG and CMD personnel to determine: 

1 . The process for compiling and reporting the required information on terminations 

http://www.lrcas.gov/tigta/auditrcports/2001reports/2001 lOlSSfriitml (17 of 24)6/2/2006 9:10:54 AM 



httprZ/www.tr^sgcg^igta^ai^j^Qg^.^^ '^' Wb^BOVnent 30-2 Filed 01/29/2007 Page 38 of 97 

or mitigateiftases under § 1203. "^ 

2. The process for compiling and reporting information regarding TIGTA § 1203 
complaint investigations, 

B. Identified all § 1203 cases reviewed by the Commissioner's 1203 Review Board for FY 
2000 and determined if the disciplinary actions (termination or mitigation) taken on these 
cases were reflected in the respective TIGTA Semiannual Report to tiie Congress. 

C. Determined the accuracy of the general § 1203 information reported in the FY 2000 
TIGTA Semiannual Reports to the Congress. 

D. Identified all complaints that were coded as § 1203 on the March 2000 IMIS database but 
were not coded as § 1203 on the September 2000 IMIS database. 

Appendix ii 
Major Contributors to This Report 

Maurice S. Moody, Assistant Inspector General for Audit (Headquarters Operations and Exempt 
Organizations Programs) 

Nancy A. Nakamura, Director 
Gerald T. Hawkins, Audit Manager 
Catherine E. Cloudt, Senior Auditor 
Nelva U. Blassingame, Auditor 
Yolanda D. Brown, Auditor 
Andrew J. Bums, Auditor 
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Commissioner, Tax Exempt and Government Entities Division T 
Commissioner, Wage and Investment Division W 
Chief Counsel CC 
Director, Legislative Affairs CL:LA 

Director, OflRce of Program Evaluation and Risk Analysis N:ADC:R:0 
National Taxpayer Advocate TA 
Office of Management Controls N:CFO:F:M 
Audit Liaisons: 

Commissioner's Complaint Processing & Analysis Group N:ADC:C 
Chief, Agency- Wide Shared Services A:W 



Appendix iV 



Outcome Measures 



This appendix presents detailed information on the measurable impact that our recommended corrective 
actions will have on tax administration. These benefits will be incorporated into our Semiannual Report 
to the Congress. 

Type and Value of Outcome Measure: 

• Reliability of Information: 

Actual - 28 allegations for which computer information was not consistent (see page 7). 

Potential - 38 complaints (± L93 percent) where casework may not have been completed and 
another 125 complaints (± 4.23 f)ercent) where the computer databases may not contain current 
information (see page 7). 
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tfie 



Methodology Used to Measure tne Reported Benefit: 



Actual - We compared the March 2000 Treasury Inspector General for Tax Administration (TIGTA) 
Investigations Management Information System (IMIS) to the September 2000 TIGTA IMIS and 
identified 28 allegations that were coded as Section (§) 1203 violations in March, but were no longer 
coded as § 1203 violations in September, The § 1203 violation code had been removed from the system 
for these 28 allegations. 

Potential - We obtained an extract of the TIGTA IMIS and requested all § 1203 records from the 
Intemal Revenue Service's (IRS) Automated Labor and Employee Relations Tracking System and the 
Ex^utive Correspondence Management System as of September 30, 2000. From these data extracts, we 
identified 1,213 open § 1203 complaints on the IRS and TIGTA databases as of September 30, 2000. 
We stratified the § 1203 complaint population into two sub-populations: complaints that were in a 

referred status and complaints that were not in a referred status. 

We randomly selected a statistically valid sample of 173 complaints fi^om the 2 sub-populations. Details 
of our methodology are presented in Appendix I. The following chart summarizes the population sizes, 
sample sizes, and the numbers of exceptions (errore) found in each sample. 









Exceptions 


Sub-population 


Population 
Size 


Sample 
Size 


Complaints that 

Could Not Be 

Located 


Complaints with 
Incorrect Status 


Referred complaints 


247 


70 


8 


14 


Non-referred complaints 


966 


103 


1 


8 


Totals 


1,213 


173 


9 


22 



To proportionately weight the results from each sample, we divided each sub-population of complaints 
(referred and non-referred) by the total population of complaints, as follows. 

247 referred complaints / 1,213 total complaints = 0.2036 

966 non-referred complaints / 1,213 total complaints = 0.7964 

For each exception category (complaints that could not be located ^id complaints with incorrect status), 
we calculated the estimated percent of error in the total population, as follows: 
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Complaints that could not be located 

• Calculated the error rate within each sub-population by dividing the number of complaints that 
could not be located in each sample by the total number of complaints in that sample. 

8 complaints could not be located / 70 referred complaints sampled = 0.1 143 

1 complaint could not be located / 103 non-referred complaints sampled ^ 0,0097 

• Multiplied the error rate from each sub-population by its weighted proportion to the total 
population and added the results. 

(0.2036 * 0.1 143) + (0.7964 * 0.0097) = 0.0310034726 

0,0310034726 = 3.1 percent error in total population 

• Multiplied the total population by the percent of error. 
1,213 * 3.1 percent = 38 complaints that could not be located. 
Lower and Upper Limits 

• Calculated the lower limit of the error rate. 
0.0310034726-NORMSINV(0.975)*SQRT((l/1213)^2*(247^2*((247-70)/247)* 
((8/70)*(62/70)/69>f966^2*((966-103)/966)*((l/103)*(102/103)/102))) = 0.01 17004877 

• Calculated the upper limit of the error rate. 
0.0310034726+NORMSINV(0,975)*SQRT((l/1213)^2*(247^2*((247-70)/247)* 
((8/70)*(62/70)/69)+966^2*((966-103)/966)*((l/103)*(102/103)/102))) = 0.0503064574 

• Calculated the difference between the error rate in the total population and the lower and upper 
limits of error. 

Lower limit: 0.01 17004877 - 0.0310034726 - -0.0193029848 (negative 1,93 percent) 

Upper limit: 0.0503064574 - 0,0310034726 = 0.0193029848 (positive 1.93 percent) 
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Complaints with incorrect status 

• Calculated the error rate within each sub-population by dividing the number of instances where 
the computer databases did not contain current information in each sample by the total number of 
complaints in that sample. 

14 complaints with incorrect status / 70 referred complaints sampled == 0.2000 

8 complaints with incorrect status / 103 non-referred complaints sampled ^ 0.0777 

• Multiplied the error rate from each sub-population by its weighted proportion to the total 
population and added the results. 

(0.2036 * 0.2000) + (0.7964 * 0.0777) - 0.1025796589 

0.1025796589 = 10.26 percent error in total population 

• Multiplied the total population by the percent of error. 

1,213 * 10.26 percent =125 complaints where the computer databases may not contain current 
information. 

Lower and Upper Limits 

• Calculated the lower limit of the error rate. 
0.1025796589-NORMSINV(0.975)*SQRT((l/1213)^2*(247^2*((247-70)/247)* 
((14/70)*(56/70)/69)+966^2*((966-103)/966)*((8/103)*(95/103)/102))) = 0.0602323072 

• Calculated the upper limit ofthe error rate. 
0.1025796589+NORMSINV(0.975)*SQRT((l/1213)^2*(247^2*((247-70)/247)* 
((14/70)*(56/70)/69)+966^2*((966-103)/966)*((8/103)*(95/103)/102))) = 0.1449270105 

• Calculated the difference between the error rate in the total population and the lower and upper 
limits of error. 

Lower limit: 0.0602323072 ~ 0.1025796589 - -0.0423473517 (negative 4.23 percent) 
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Upper limit: 0.1449270105 - 0,1025796589 = 0.0423473517 (positive 4.23 percent) 

Appendix V 

Internal Revenue Service Restructuring and Reform Act of 1998 Section 1203 Provisions Requiring 
Termination of Employment 

The Internal Revenue Service (IRS) must terminate the employment of an IRS employee (absent direct 
intervention by the IRS Commissioner) if there is a final administrative or judicial determination that, in 
tfie course of his or her official duties, the employee committed one of the following pro\isions: 

§ 1203(b)(1) Willful failure to obtain the required approval 
signatures on documents authorizing the seizure of a taxpayer's 
home, personal belongings, or business assets. 

§ 1203(b)(2) Providing false statements under oath with respect to a 
material matter involving a taxpayer or taxpayer representative. 

§ 1203(b)(3) With resp^t to a taxpayer, taxpayer representative, or 
other employee of the IRS, the violation of: 

A. Any right under the Constitution of the United States; or 

B. Any civil right established under: 

i. Title VI or VII of the Civil Rights Act of 1964, 
ii. Title IX of the Education Amendments of 1972, 
iii. The Age Discrimination in Employment Act of 1967, 
iv. The Age Discrimination Act of 1975, 
V. Section 501 or 504 of the Rehabilitation Act of 1973, or 
vi. Title I of the Americans with Disabilities Act of 1990. 

§ 1203(b)(4) Falsifying or desfroying documents to conceal mistakes 
made by any employee with respect to a matter involving a taxpayer 
or taxpayer representative. 

§ 1203(b)(5) Assault or battery on a taxpayer, taxpayer 
representative, or other employee of the IRS, but only if there is a 
criminal conviction, or a final adverse judgment by a court in a civil 
case, with respect to the assault or battery. 

§ 1203(b)(6) Violations of the Intemal Revenue Code (LR.C.) of 
1986, Department of Treasury regulations, or policies of the IRS 

http-7/www.treas.gov/tigta/auditrqK)rts/200lreports/2001 10I88friitinl (23 of 24)6/2/2006 9: 10:54 AM 



http:/Avw.treas^§ga^u^^g^l5^^^r^j^ioi8^^^ 3q_2 pj|g^ 01/29/2007 Page 44 of 97 

^ (including the Internal Revenue ISMual) for the purpose of 

retaliating against, or harassing, a taxpayer, taxpayer representative, 
or other employee of the IRS. 

§ 1203(b)(7) Willful misuse of the provisions of § 6103 of the LR.C. 
of 1986 for the purpose of concealing information from a 
Congressional inquiry. 

§ 1203(b)(8) Willful failure to file any tax retum required under the I. 
R.C. of 1986 on or before the date prescribed therefore (including 
any extensions), unless such failure is due to reasonable cause and 
not to willfiil neglect. 

§ 1203(bX9) Willful understatement of Federal tax liability, unless 
such understatement is due to reasonable cause and not willful 
neglect. 

§ 1203(bX10) Threatening to audit a taxpayer for the purpose of 
extracting personal gain or benefit. 

Appendix VI 

Internal Revenue Service Commissioner's Complaint Processing & Analysis Group's 

Response to the Draft Report 

The response was removed due to its size. To see the response, please go to the Adobe PDF version of 
the report on the TIGTA Public Web Page. 

Appendix VII 

Treasury Inspector General for Tax Administration Office of Investigations' 

Response to the Draft Report 

The response was removed due to its size. To see the complete response, please go to the Adobe PDF 
version of the report on the TIGTA Public Web Page. 
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S^cting Inspector GenerSn^ 
Treasury Inspector General for Tax Administration 



Mr. Chairman and Members of the Committees, I appreciate the opportunity to appear before you 
today to discuss the challenges and vulnerabilities the Intemal Revenue Service (IRS) continues 
to face in improving the economy, efficiency, and effectiveness of tax administration. My 
comments will also address the IRS' compliance with the IRS Restructuring and Reform Act of 
1998(RRA98). 

Three years ago when the former Treasury Inspector General for Tax Administration (TIGTA) 
appeared before you and reported on the IRS' progress in implementing the RRA 98 provisions, 
the IRS was in the midst of a significant business restructuring. The IRS was reorganizing itself 
Into four operating divisions to have end-to-end responsibility for defined groups of taxpayers with 
similar characteristics. Key business systems modemization initiatives were underway to redesign 
the IRS' outdated computer systems, and management was improving the organization's 
customer service operations to better serve and communicate with taxpayers. As of today, while 
the IRS has revamped some of its business processes and practices, progress has been slow in 
implementing critical improvements to IRS operations to provide world-class service to taxpayers. 

With the appointment of a new IRS Commissioner and the expected departures of key executives, 
the IRS is also encountering tremendous leadership changes. The new Commissioner is 
challenged with continuing the IRS' reinvention efforts in modernizing its computer systems, 
protecting taxpayer rights and privacy, and ensuring tax law compliance and enforcement while 
providing improved customer service. In addition to turnover in the top IRS management 
positions, there are also membership changes on the IRS Oversight Board that could impact the 
direction of ongoing IRS initiatives. 

In this environment, TIGTA continues to devote its efforts to provide useful, balanced information 
to IRS management and other decision-makers. TIGTA audit coverage focuses on the 
management and performance challenges facing the IRS. We are providing critical information on 
the IRS' operational and programmatic issues such as business systems modemization (BSM), 
tax compliance, computer and physical security, performance and financial management, 
customer service, retums processing, and the filing season. In order to safeguard the IRS' ability 
to collect revenue and combat fraud, waste, and abuse, TIGTA's investigative work is centered on: 

(3D>__IRS employee integrity. 

i^>_IRS employee and infrastructure security. 

^^_External attempts to corrupt federal tax administration. 



As a result of our audit and investigative work, I believe the following issues are the most 
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significant ciialienges facing tnSlRS. 

Information Systems Security 

After September 1 1 , 2001 , the IRS and TIGTA's Office of Investigations took significant actions to 
protect IRS employees, facilities, and computer data infrastructure from the threat of terrorism. 
The process that TIGTA established to share information with the IRS about potential terrorist 
threats was very positively evaluated in an October 2002 General Accounting Office (GAO) audit 
report entitled, IRS and Terrorist Related Infoimation Stiaring (GAO-03-50R). 

The IRS has developed adequate security policies and procedures but has not implemented them 
effectively. As a result, sensitive information remains vulnerable to attack by hackers, tenrorists, 
and disgruntled employees and contractors. While recognizing that total security can never be 
achieved and that there are necessary trade-offs between security and operational needs, TIGTA 
continues to Identify significant weaknesses in infrastructure and applications security. 

TIGTA attributes many of the IRS' security problems to misplaced accountability. As we reported 
last year, the IRS does not hold its business unit (functional) managers accountable for the 
security of their systems. Instead, the Office of Security Services took primary responsibility for 
this function. As a result, functional managers did not annually assess the security of their 
systems, as required by both the Office of Management and Budget Circular A-1 30, Management 
of Federal Infomiatlon Resources, and the Federal Infonnation Security Management Act. 
Significant effort will be required to transfer primary responsibility for systems security from the 
Office of Security to business unit managers. In addition, attention is needed to enhance the 
security awareness of IRS managers and employees, and employees with key security 
responsibilities must be better trained. 

Business Systems Modem izatlon 

The IRS' goal of providing efficient and responsive information services to its operating divisions Is 
heavily dependent on modemizing its core computer systems while maintaining the existing 
systems. Since 2001 , the BSM Program has been deploying projects and leaming valuable 
lessons that should help improve future projects. Deployed projects have Included an upgraded 
IRS toll-free telephone system to provide capacity to route taxpayers' calls to the appropriate 
IRS employee; an Internet application that allows taxpayers to check the status of their returns and 
refunds; and portions of an IRS-wlde secure technology environment and a system designed to 
improve the availability and performance of modernized systems. The IRS also released an 
update to its Enterprise Architecture that serves as the roadmap for cun^ent and future 
modemizatlon projects. However, the most significant and complex projects have yet to be 
delivered. 

One of these projects, the Customer Account Data Engine or CADE, will eventually replace the 
existing Master File of taxpayer accounts. The Master File Is the IRS' database that stores various 
types of taxpayer account Information and Includes individual, business, and employee plans and 
exempt organizations data. Therefore, CADE will be the foundation for managing taxpayer 
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accounts in the IRS' modemizy)n plan. CADE will consist of dafeilases and related applications 
that will Include processes for dally posting, settlement, refund processing, and Issue detection for 
taxpayer account and return data. 

The CADE databases and related applications will also enable the implementation of other 
modemized systems that will improve customer service and compliance and allow the on-line 
posting and updating of taxpayer account and return data. The portion of the CADE related to 
individual tax accounts will be incrementally deployed in five releases, each related to a specific 
taxpayer segment, over several years. 



Tax Return Types 



1040EZ 



Filing Status 



Account 
Characteristics 



REI.EASE ONE 



single 



RELEASE TWO 



RELEASE THREE 



1040EZ 

1040 A 

1040 (without Sch. 

C.E,F) 



All (Single, Married, 
Head of Household) 



Refund or even 
balance 

No open account 
issues 



m 



6 Million 



:st Returns 



■St. Delivery 

As of April 2000 January 2002 

As of March 2001 January 2002 

As of April 2003|August 2003 



Refund or even 
balance 

No open account 
issues 



1040EZ 

1040A 

1040 (without Sch. 

C,E,F) 



All 



RELEASE FOUR 



1040 with Sch. C,E, 
F, 

I94X 

m 

720 



All remaining 
individual tax returns 



All 



Full paid, refund or 
balance due 

No open account 
issues 



29 Million 



41 Million 



August 2002 
January 2003 
January 2005 



balance due 

No open account 
issues 



July 2003 
January 2004 
TBD 



•ull paid, refund or All accounts not 



RELEASE FIVE 



All 



ncluded in previous 
releases 



34 Million 



12 Million 



July 2004 
January 2005 
TBD 



July 2005 
January 2006 
TBD 



The IRS and Its contractor (PRIME) have made progress in delivering the CADE project by 
building a substantial portion of Release I and creating a comprehensive foundation for all five 
releases. However, the contractor's development of the CADE project has experienced significant 
delays and Increased costs. As shown in the previous table, the Release 1 deployment date is 
now estimated to be August 2003, which Is about 20 months behind Its planned delivery date. 

The IRS and PRIME contractor initially estimated that Release 1 could be delivered for 
approximately $51.9 million, an estimate that was revised 6 months later to $64.6 million. The IRS 
and PRIME contractor have agreed to cap the Release 1 development costs at $54.5 million. 
Project delays can be attributed to underestimating the complexity of this effort and difficulties in 
identifying and managing the project requirements. Specifically, these difficulties occun-ed in 
developing the balancing, control, and reconciliation process; comprehensive documentation for 
the CADE Computer Operations Handbook; computer system naming standards, and testing 
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activities. ^ ^ 

As a result of delays in deploying the CADE, approximately 35 million taxpayers did not receive 
the benefits of faster tax return processing, and thus faster refunds, during the 2002 and 2003 
Filing Seasons. In addition, the modernization projects that will provide improved customer 
service and compliance activities will be delayed because they are dependent upon CADE. Based 
on cunrent schedules, these customer service and compliance improvement projects will not be 
deployed until at least Fiscal Year (FY) 2006 or later. Delays in these projects will have the 
following adverse effects on the IRS and taxpayers: 

esD >_The time it takes the IRS to initiate a compliance contact with a taxpayer will not be reduced. 



tf0>__The IRS' ability to offer one-stop service to taxpayers by allowing Customer Service 
Representatives to identify all issues a taxpayer might have with the IRS when a contact is 
initiated will be delayed. 

T!^^_The IRS' ability to answer taxpayer account-related questions with timely and complete data 
will be limited. 



Customer Service 

RRA 98 mandated that IRS be more responsive to customer needs. To refocus its emphasis on 
helping taxpayers understand and meet their tax responsibilities, the IRS revised Its mission 
statement. The IRS has made some progress in enhancing its customer service activities. For 
example, taxpayers have several options from which to choose when they need assistance from 
the IRS in answering tax law questions. These options include walk-in service at nationwide 
Taxpayer Assistance Centers (TAC) and toll-firee telephone assistance. 

During this calendar year, TIGTA assessed the service provided by representatives at the TACs 
and through the Toil-Free Telephone System. Overall, the IRS has made improvements in 
providing service to the taxpaying public. For example, during January through April 2003, IRS 
employees correctly answered 25 percent more questions, provided 1 9 percent fewer incon-ect 
answers, and refenred 87 percent fewer taxpayers to publications than for this same period last 
year. 

During our review of the TACs, TIGTA personnel visited 72 centers and posed 283 questions to 
IRS representatives. Results of our review are synopsized in the following chart: 





Number of 
Responses 


Percer\tage 
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Incorrect Answers 



No Answer Provided - 
Refenned to Publication 
In Lieu of a Response 



pther 
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73 



8 



70 



26 



'^^^0 



In laniiani 2003 TIGTA also began assessing whether IRS employees were adhering to 
S.Sg guSnes by r^^ng'the tax law questions we asked, which were outside the scope of 
Ss they have been trained to answer. The auditors asked 157 "out of scope" questions and 
reSnSrempioyees did not follow referral procedures for 1 05 (67 percent) of these 
questions. 

■me IRS' accuracy in responding to taxpayers' questions using the IRS' Toll-Free Telephone 
Sy^em was somLhat better than that at the TACs. Between Jfnuar/ 27 ^"d March 13 2003, 
oir reviewers performed on-line monitoring of 259 taxpayers calls and determined that IRS 
representatives correctly answered the taxpayers' questions in 71 percent of the cases. 

Filino Season 

The tax return filing season impacts every American taxpayer and is, therefore, always a highly 
crt^caTorogram for the IRS. In addition to providing customer service to Amencan taxpayers, the 
i^^us3rtinate tax law changes, programs, activities, and resources to effectively plan and 
manage each filing season. 

Overall the 2003 Filing Season has gone well and tax returns are being processed timely. Based 
onTTGTA's review it appears that the IRS should complete processing of individual returns on 
^edutewi* an tex refunds being timely issued within the required 45 days frem the filing season 
Sd^ of April 15. IRS data show that, as of May 9, 2003, over 52 million electronic returns 
h^Slen reived The official projecUon for totel electronic returns is 54.3 million. E ectronic 
retiJTha^eTn^ased by 12 pen^t from this time last year. In addition, over 69 million paper 
%tZ hXe^ received. The official projection for total paper returns is 78 million. Paper 
retums have decreased by 8 percent from this time last year. 

Many new and significant tax law provisions affected taxpayer' T»< Year (T^) 2002 i"™' 
income tax returns, including two Economic Growth and Tax Relief ReconciMon Act of 2001 
provisions involving education expenses and retirement savings. Tfiese provisions included 
diangesto education savings accounts, qualified tuition programs and individual reSrement 
arranoements (IRA). In addition, the Ad created a new tuition and fees deduction and a new 
re^eSTvin^contribution credit (also refened to as "saver's credit"). These changes were 
S^^iTed signiLnt because they could affect an esfimated 86.5 million taxpayers by providing 
lax benefits of up to $7.6 billion in FY 2003. Property implementing such<*anges required me 
RS to reprogram its computer systems to ensure that taxpayers received the tax benefits allowed 
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by the new provisions. ^^ ^^ 

TIGTA's analysis of IRS computer programming requests to prepare for the filing season showed 
that the requests were timely submitted and were generally accurate; however, some en-ors and 
omissions were identified. For example, computer programming requests to implement the new 
retirement savings contribution credit and request changes to the IRA deduction contained en-ors 
that could have denied credits or deductions to some taxpayers. Also, omissions in computer 
programming requests may have resulted in the loss of tax revenue by allowing certain taxpayers 
to receive larger credits or deductions than they were eligible to receive. This possibility exists for 
the new retirement savings contribution credit, the IRA deduction, and the student loan interest 
deduction. 

The IRS Restructuring and Refomi Act of 1998 

Due to the comprehensive nature of this reform law, the IRS has dedicated significant attention 
and resources toward implementing the RRA 98 provisions. RRA 98 included fundamental 
changes to tax law procedurBS and 71 provisions that increase or further protect taxpayers' nghts. 
The IRS has taken several actions to improve compliance with these provisions. For example. In 
some instances, the IRS added a higher level of managerial review, implemented new computer 
controls to prevent certain violations from occurring, and provided additional training and guidance 
to help employees and managers understand the provisions' requirements. TIGTA has reported 
that the IRS has fully implemented three taxpayer rights provisions - Mitigation of Failure to 
Deposit Penalty, Seizure of Property, and Taxpayer Advocate-Hardsiiips. The IRS is generally 
compliant with two other provisions - Illegal Tax Protestor Designation and Collection Due 
Process for Uens and Levies. 

RRA 98 required TIGTA to review 10 of the 71 taxpayer rights provisions, as well as 2 other 
taxpayer rights provisions In prior legislation. TIGTA is cun-ently in the fifth review cyde assessing 
the mandatory RRA 98 provisions. TIGTA's most recent audit results on these taxpayer rights 
provisions are as follows: 

> Notice of Levy - Most levies are computer generated and subjected to systemic controls 
that effectively ensure that taxpayers are informed of their appeal rights at least 30 days prior 
to receiving a systemically generated levy. In some circumstances, however, IRS employees 
must issue manual levies. Though managers approve and review manual levies issued by 
Automated Collection System employees, manual levies issued by revenue officers are not 
required to be reviewed and approved by managers. This significantly increases the risk of 
taxpayers not having their appeal rights properiy protected. 

> Restrictions on the use of enforcement statistics to evaluate employees - A review of 74 
judgmentally sampled enforcement employees' performance and related supervisory 
documentation prepared between October 1 , 2001 , and August 31 , 2002, revealed no 
instances of the use of tax enforcement results, production quotas, or goals to evaluate 
employee perfonnance. There was also improvement over the previous year in documenting 
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the evaluation of employlli on the fair and equitable treatmbrtl of taxpayers. In addition, a 
review of 21 statistically sampled supervisors showed the IRS completed the required 
consolidated ofTice certification memoranda on whether tax enforcement results were used in 
a prohibited manner. 

> Notice ofUen - An estimated 14.695 lien notifications, out of a population of 367,385 
lien notices prepared between August 1. 2001 , and June 30, 2002, were not mailed to the 
taxpayer, the taxpayer's spouse, or to the taxpayer's business partners; or were not mailed 
to the taxpayer's or spouse's last known address. Taxpayer rights could be affected 
because the taxpayer who failed to receive a notice or who received a late notice might not 
be aware of the right to appeal or could have less than the 30-day period allowed by the law 
to request a hearing. 

> SeizufBS - TIGTA determined that in a statistical sample of 1 02 seizures from the 2 1 8 
seizures conducted by the IRS between October 2001 and June 2002, the IRS complied with 
legal provisions and intemal procedures when seizing taxpayers' property for payment of 
delinquent taxes. 

> Illegal Tax Protestor (ITP) Designations - The IRS has not reintroduced past ITP codes 
on the Master File, and formerly coded ITP taxpayer accounts have not been reassigned to a 
similar ITP designation. In addition, the IRS does not have any cun-ent publications with ITP 
references. However, IRS employees continue to make references to taxpayers as ITPs and 
other similar designations in case narratives. TIGTA identified 321 taxpayers that were 
potentially affected due to improper designations. We have not reported that these 
taxpayers have been harmed by the designations. Only a thorough review of each 
taxpayer's case and the treatment accorded that taxpayer would determine if these 
taxpayers have been harmed. In our most recent report on this subject, TIGTA 
recommended that the IRS review each case where the reference to ITP or similar 
designation had been identified and make such determinations. 

In Its response to the draft report, the IRS disagreed with our determination that in order to 
comply with this provision, IRS employees should not designate taxpayers as ITPs or similar 
designations in case histories. 

> Assessment Statute of Limitations - Employees properly advised taxpayers of their rights 
to refuse or restrict the scope of the statute extension in 32 of 48 (67 percent) of the tax 
retums sampled. In 16 of 

48 (33 percent) of the tax retums sampled, TIGTA could not determine if employees advised 
taxpayers of their rights because related case files did not contain a record that taxpayers 
had been advised of their rights. In 22 of the 24 (92 percent) jointly filed retums sampled, 
there was no documentation in the related case files that each taxpayer listed on the retum 
was separately informed of his or her rights (i.e., dual notification). 

> Denials of Requests for InfonnatJon Under the Freedom of Infomnation Act - TIGTA 
identified an estimated 458 responses to Freedom of Information Act or Privacy Act requests 
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where information was imVoperly withheld, out of 4,610 reqdnlts for information that were 
denied in whole or part, or where the IRS replied that responsive records were not avaHabie. 
There were also an estimated 1 .052 responses to Intemal Revenue Code Secion 61 03 
requests where information was improperly withheld, out of an estimated PoP^'f 'O" °^8.61 2 
requests that were denied or partially denied or where requesters were told that records 
could not be located. 

> Collection Due Process - The IRS substantially complied with the requirements of the 
law a^ ensu^^^^^^^ appeal rights were protected in 85 of 87 (98 percent) appeal 

"eview^^^^ m the remaining 2 Les. TIGTA did not conclude that the noncompl.ance 
^sXdrriegal ^^olation of the'taxpayer^s Collection Due Process (CDP)ngh^ since 
aJleSon actions were not Initiated. In addition, approximately 94 percent of the CDF 
S^Snati^tetters provided to taxpayers (82 of 87 letters) followed the established IRS 
gSes T^^^^^^ noticeable Improvement over prior audit results when approximately 
14 percent of the determination letters were determined deficient. 

Neither TIGTA nor the IRS could evaluate the IRS' compliance with the following four provisions 
irr T n ? rn n n nV m - m T^""--*^"" -^-^^^^ are not available to track the speafic cases: 

> Restrictions on directly contacting taxpayers instead of authorized representatives. 

> Taxpayer complaints. 

> Separated or divorced joint filer requests. 

> Fair Debt Collection Practices Act (FDCPA) Violations - The IRS does 'rack potential 
FDCPA viofattons on its computer systems; however, we determined that data on one 
L^ern may not always be complete and accurate. Based on information recorded as 
SarF^CPA violations on the IRS' computer system, TIGTA identified two violations 
mat occurred after July 22, 1998, that resulted in administrative actions being taken 
S^rfJoye^s tL IRS had no closed cases in which the IRS paid any money to 
taxpayers for civil actions resulting from FDCPA violations. 

Tax Compliance Efforts 

The IRS' aoal of providing world-class service to taxpayers hinges on the theory that, if the IRS 
Divides me riqht mix of Education, support, and up-front problem solving to taxpayers the overall 
rarof^lunterolpLce with the t^x laws will Increase. The compliance program (examming 
ax rlr^s aXnecilng tax liabilities) would then address those taxpayer who Purposefully did 
not SrrThe challenge to IRS management is to establish a tax compliance Program that 
"denwesihose citizens who do not meet their tax obligations, either by not paying the correct 
amount of tax or not filing proper tax returns. 

Enforcement acUons against individuals and businesses that purposefully conceal tax lialMlities or 
elJlnT^fule to iTmit tex returns have fallen dramatically, despite conc«ms that tax cheating 
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remains a. high levels. The folft>*ing chart exhibits the fact that, sO. FY 1996, the level of IRS 
enforcement activities has significantly declined. 



Face-to-Face Audits 



Enforcement Action 



Con^espondence Audits 



Liens 
Levies 



Overall Decline 
FY 1996 - FY 2002 



70% 



56% 



i 



leizures 



34% 



79% 



97% 



The overall decline in enforcement actions has been primarily attributed to a 'ong-t^rm reduc^on in 
«men^^^^^^^ to redirection of resources to customer service functions dunng the filing 

:::rnafio'ntme. and tolpS employees' concerns over the mandatory termination provision in 
Section 1203 of RRA 98. 

IRS manaaement and many stakeholders have been concerned about the decline in enforcement 
LJ>.^r Hov^e>^^^^^^^ has not conducted Taxpayer Compliance Measurement Program 

!S c!nr^ 1 988 Tlierefore it currently has no reliable method to measure voluntary compliance 
orl eS hat Inc^aS^me'se^^^ and diversion of compliance resources are having on 
vlnta^ Smp r^^^^ that the ongoing National Research Program is a much- 

needS;^Tterfor providing the information necessary to gauge compl^nce levels and direct 
IRS compliance resources towards areas where attention is most needed. 

While the decline in enforcement actions since FY 1996 has been dramatic, there are re^nt 

results were mixed, but showed some continuing posiUve changes that started in FY 200 . 
SoSr the feJel of compliance activifles and the results obtained ,n many, but not all 
nSton areasfriFY 20O2 showed a continuing increase. The number of examinations of tax 
re?umsTn<^lSd in FY 2002, but the overall percentage of tax returns examined stayed about the 
Smrdle^ln^ases in the number of tax returns filed. The IRS is taking a number of steps to 
enhance its compliance programs, including; 

> conducting the National Research Program, which is designed to measure the level of 
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compliance nationwide. ^ ^ 

> Restructuring many Collection and Examination processes. 

> Focusing on known compliance problems through programs like the Offshore Voluntary 
Compliance Initiative and the use of Private Collection Agencies. 



Section 1 203 Violations 

In addition to our audit responsibilities, RRA 98 charges TIGTA with investigating Section 1203 
violations. Section 1203 identifies standards of conduct for IRS employees that are intended to 
address serious and willful acts of misconduct. Section 1203 requires the Commissioner of 
Intemal Revenue to terminate the employment of any IRS employee found guilty of any 1 of 10 
specific acts or omissions. TIGTA's role in investigating these allegations of employee misconduct 
serves to protect taxpayer rights and assure integrity in IRS operations. 

The IRS monitors Section 1203 complaints in its Automated Labor and Employee Relations 
Tracking System - known by its acronym, "ALERTS." The vast majority of Section 1203 
complaints recorded in ALERTS have alleged that an IRS employee violated a provision of the 
Intemal Revenue Manual or the Intemal Revenue Code in order to retaliate against or harass 
another person. The second category, as measured by the number of complaints, involves the 
employee's understatement of Federal tax liabilities. 

The IRS receives and adjudicates numerous Section 1203 allegations where no independent 
TIGTA investigation is needed. When TIGTA involvement is warranted, our focus is to determine 
the facts of the situation as well as the intent of the violating employee. An employee's intent is 
an essential element that must be present for Section 1203 disciplinary action to be taken. As of 
March 31 , 2003, ALERTS indicated that 96 employees have been fired and 202 employees have 
resigned or retired as a result of TIGTA and IRS investigations. Since the inception of Section 
1203, TIGTA and the IRS have received a combined total of 5,605 Section 1 203 complaints. 

TIGTA and the IRS are working together to continuously improve the process of receiving, 
investigating, and adjudicating alleged violations of Section 1203. In March 2002, a streamlined 
process was implemented which, enabled TIGTA to make an early differentiation between those 
1203 allegations that are valid and those that are not. As a result, TIGTA has been able to devote 
its resources to the investigation of bona fide 1203 allegations and other employee misconduct. 

Mr. Chairman and Members of the Committees, I appreciate the opportunity to share with you 
today the more significant challenges that confront the new Commissioner and IRS senior 
management. Although the IRS has accomplished a great deal since the passage of RRA 98, 
much more remains to be done. TIGTA will continue its efforts to provide reliable and objective 
assessments of the IRS' progress In balancing compliance and customer service, and to 
investigate employee misconduct or extemal threats that jeopardize the integrity, efficiency, and 
effectiveness of the nation's tax administration system. 
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The Form 94X family of returns is used by employers to report income and unemployment taxes withheld from employee 
wages. 

[21 

Form 720 is the Quarterly Federal Excise Tax Return. 

m 

Estimated tax returns (electronic and paper) based on 1999 statistics. 
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Additional EffMs Are Needed to Ensure l^xpayer Rights 
Are Protected When IManual Levies Are Issued 

April 2004 
Reference Number: 2004-30-094 



This report has cleared the Treasury Inspector General for Tax Administration disclosure review 
process and information determined to be restricted from public release has been redacted from 

this document. 



April 29, 2004 



MEMORANDUM FOR COMMISSIONER, SMALL BUSINESS/ 
SELF-EMPLOYED DIVISION 

FROM: (for) Gordon C. Milbourn III /s/ Margaret E. Begg 

Acting Deputy Inspector General for Audit 

SUBJECT: Final Audit Report - Additional Efforts Are Needed to Ensure 
Taxpayer Rights Are Protected When Manual Levies Are Issued (Audit # 
200330031) 

This report presents the results of our review to determine whether the Internal Revenue 
Service (IRS) has complied with 26 United States Code (U.S.C.) Section (§) 6330, 
Notice and Opportunity for Hearing Before Levy. The IRS Restructuring and Reform Act 
of 1998 (RRA 98) requires the IRS to notify taxpayers at least 30 days before initiating 
any levy action, to give taxpayers an opportunity to formally appeal the proposed levy. 
Specifically, we determined whether the IRS has sufficient controls in place to ensure 
taxpayers are advised of their right to a hearing at least 30 days prior to levy action. 
This Is the sixth annual report the Treasury Inspector General for Tax Administration 
(TIGTA) has issued in compliance with the RRA 98 to determine whether the IRS is 
complying with legal guidelines over the issuance of levies. 

Prior TIGTA reports have recognized that the IRS has implemented tighter controls over 
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the issuance of systemicaliy&enerated levies. This was dtf^primarily to the 
development of systemic controls in both the Automated Collection System and 
Integrated Collection System (ICS) to prevent a levy from being generated unless there 
were at least 30 days between the date taxpayers received notice of their appeal rights 
and the date of the proposed levy. Our testing of these controls indicated that they 
continue to function effectively. 

However, last year's report also discussed the fact that revenue officers sometimes 
issued manual levies to taxpayers who were not properly notified of their appeal rights. 
We recommended the IRS require managers to review and approve all manual levies 
prepared by revenue officers in order to ensure taxpayers are properly advised of their 
appeal rights. The IRS declined to implement this recommendation but did issue a 
memorandum on June 20, 2003, reminding revenue officers that proper notification must 
be given to a taxpayer before a manual levy is issued. Our review of manual levies 
issued between July 1 and October 31, 2003, indicated that this corrective action was 
not effective. Revenue officers are still not always properly notifying taxpayers of their 
appeal rights. Specifically, in 5 of 40 cases reviewed, we determined that revenue 
officers issued manual levies to seize the assets of taxpayers who had not been notified 
of their appeal rights. We recommended the Commissioner, Small Business/Self- 
Employed Division, reconsider requiring managers to review all manual levies prepared 
by a revenue officer. 

Management's Response : While IRS management agreed that taxpayers' rights must 
be protected, they did not agree with our recommendation to have group managers 
approve all manual levies prepared by revenue officers. They expressed concern about 
the impact on field employees that further increasing the oversight of enforcement action 
could have. IRS management also indicated they believe the errors evidence a training 
issue. 

To help address these concerns and reinforce the existing procedures, the IRS issued 
an ICS Alert on March 5, 2004. This Alert reminded employees to ensure taxpayer 
rights are protected whenever a manual levy is issued. Management's complete 
response to the draft report is included as Appendix V. 

Office of Audit Comment : We recognize the IRS' caution in implementing any 
managerial action It believes may inhibit effective enforcement action by revenue 
officers. However, we also recognize the importance of the RRA 98 provision requiring 
that taxpayers be property advised of their appeal rights prior to asset seizure through 
levy action. We hope the IRS' issuance of the ICS Alert reminding revenue officers that 
all notice requirements must be satisfied before a manual levy is issued will suffice to 
ensure taxpayer nghts are adequately safeguarded. While we still believe our 
recommendation is worthwhile, we do not intend to elevate our disagreement concerning 

http://www.treas.gov/tigta/auditreports/2004reports/200430094fr.htinl (2 of 10)6/2/2006 9:38:22 AM 



Additional Effc^^N^gt^^,|^5g.,fa3(^,^ts ABg^|cj<f^^^y.^ual Lep^^(|pfy^/2007 Page 59 Of 97 

it to the Department of the rf^asury for resolution. We will^ntinue to closely monitor 
this issue during future mandatory reviews of the IRS' collection activities. 

Copies of this report are also being sent to IRS managers affected by the report 
recommendation. Please contact me at (202) 622-6510 if you have questions or Parker 
Pearson, Acting Assistant Inspector General for Audit (Small Business and Corporate 
Programs), at (410) 962-9637. 
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Background 

When taxpayers refuse to pay delinquent taxes, the Internal Revenue Service (IRS) has authority 
to work directly with financial institutions and other third parties to seize taxpayers' assets. This 
action is commonly referred to as a "levy." The IRS Restructuring and Reform Act of 1998 
(RRA 98) requires the IRS to notify taxpayers at least 30 days before initiating a levy action, to 
give taxpayers an opportunity to formally appeal the proposed levy. 

The RRA 98 also requires the Treasury Inspector General for Tax Administration (TIGTA) to 
annually verify whether the IRS is complymg with the new provisions. This is the sixth year that 
the TIGTA has evaluated the controls over levies. 
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Two operations within the IRsfssue levies to collect delinquent tsl es: 

• The Automated Collection System (ACS), where Customer Service Representatives 
(CSR) contact delinquent taxpayers by telephone to collect unpaid taxes and secure tax 
returns. 

• The Collection Field fimction (CFf), where revenue officers contact delinquent 
taxpayers in person as the final step in the collection process. Field contact becomes 
necessary when the ACS does not resolve the tax matter. Delinquent cases that are 
assigned to revenue officers in the IRS field offices are controlled and monitored with the 
Integrated Collection System (ICS). 

Both operations issue two types of levies: systemically generated levies and manual levies. 
Previous TIGTA reports have recognized the IRS has significantly improved controls over the 
issuance of systemically generated levies. However, the TIGTA' s June 2003 report did identify 
that additional controls are needed over manual levies issued by revenue officers. 

This review was conducted at the Small Business/Self-Employed (SB/SE) Division Headquarters 
in New CarroUton, Maryland, and at Compliance Area 3 and 1 1 Offices, headquartered in 
Philadelphia, Pennsylvania, and Denver, Colorado, respectively. We conducted the audit fi-om 
October 2003 through February 2004 in accordance with Government Auditing Standards. 

Detailed information on our audit objective, scope, and methodology is presented in Appendix I. 
Major contributors to the report are listed in Appendix II. 

Controls Implemented to Protect Taxpayer Rights During the Issuance of 
Systemic Levies Are Operating Effectively 

Systemic controls in both the ACS and ICS are effective to ensure taxpayers receive timely 
notification of their appeal rights. 

ACS controis 

The first step m the collection process involves mailing taxpayers a series of notices asking for 
payment of delinquent taxes. If taxpayers do not comply, the majority of the accounts are 
forwarded to an ACS Call Center where CSRs contact taxpayers by telephone to resolve their 
accounts. If accounts cannot be resolved, CSRs have the authority to issue levies. 

Virtually all levies issued by CSRs are generated through the ACS' automated system. This 
automated system contains a control, developed to comply with the RRA 98, that compares the 
date the taxpayer was notified of the pending levy with the date requested for the actual levy. If 
there are fewer than 30 days between the dates, the system will not generate a levy. This control 
is designed to ensure taxpayers have been notified at least 30 days prior to the levy and have been 
informed of their appeal rights for any systemically generated levy. 
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We tested the effectiveness onSfis control by reviewing a randonft'lrample of 30 systemically 
generated levies issued by the ACS between July 1 and October 31, 2003. All 30 taxpayers were 
timely notified of their appeal rights. During fieldwork, we also tested the control by requesting 
a levy on a live case for which fewer than 30 days had elapsed since the final notice date. The 
system would not issue the levy. Based on these results, we concluded that the systemic controls 
over levies issued in the ACS Call Centers effectively protect taxpayers' appeal rights. 

ICS controls 

Many times, notices and telephone calls to taxpayers do not successfully resolve delinquent 
accounts, and cases have to be assigned to revenue officers in CFf offices for face-to-face contact 
with taxpayers. Cases assigned to revenue officers are controlled on the ICS. Revenue officers 
use the ICS to record collection activity on delinquent cases and generate certain enforcement 
actions such as levies. 

The IRS installed a control in the ICS similar to the control in the ACS that prevents a levy from 
being issued unless taxpayers have received 30 days notice and been informed of their appeal 
rights. If fewer than 30 days have elapsed since the final notice date, the system will not generate 
a levy. 

We tested the effectiveness of this systemic control by reviewing a random sample of 30 ICS 
cases that had levies issued between July 1 and October 31, 2003. All 30 of the taxpayers had 
received notification of their appeal rights at least 30 days prior to the levy. Next, we tested the 
control by attempting to generate a levy on a live case for which fewer than 30 days had elapsed 
since the final notice date. The system would not issue the levy. 

Finally, we tested another systemic control by attempting to alter a critical date in the ICS history 
section. We could not alter the date to generate the levy. Based on these results, we concluded 
that the systemic controls over levies issued by revenue officers in CFf offices effectively protect 
taxpayers' appeal rights. 

While the IRS has done an effective job of implementing controls over systemic levies generated 
by tile ACS and ICS, additional controls are needed over manual levies issued by revenue officers. 

Revenue Officers Are Still Issuing Some Manual Levies Without Properly Notifying 
Taxpayers of Their Appeal Rights 

The second type of levy that both CSRs and revenue officers can issue is the manual levy. That 
is, the levy is issued outside of the ACS and ICS automated processes and is not subject to the 
systemic controls. 

Because manual levies are issued outside of the ACS and ICS automated processes, an automated 
audit trail for these actions is not produced. Therefore, it is impossible to reliably determine the 
exact number of manual levies that were issued by either CSRs or revenue officers during our 
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review period. IRS management did inforai us that they believe iPfranuai levies are issued 
infrequently. 

Although the ACS CSRs primarily issue levies systemically, they also issue manual levies under 
certain circumstances, such as levies on Individual Retirement Accounts and jeopardy situations. 
Manual levies require the same advance notification of the taxpayer as systemic levies except in 
cases involving jeopffl-dy situations. IRS procedures require that manual levies issued by CSRs 
be reviewed and approved by a manager prior to the levy being issued. We consider this 
managerial review to be a strong control. 

Revenue officers similarly issue levies systemically, in most cases, through the ICS. They are 
also authorized to issue a manual levy on any case as needed. While managerial approval is 
mandatory for manual levies issued by ACS employees, no review or approval is required when 
revenue officers issue a manual levy. 

We believe there is a high risk associated with these manual levies because the IRS has not 
implemented any controls to ensure taxpayers' appeal rights are protected as required by the RRA 
98. Our June 2003 report discussed the fact that revenue officers sometimes issued manual levies 
to taxpayers who were not properly notified of their appeal rights. We recommended the IRS 
require managers to review and approve all manual levies prepared by revenue officers in order 
to ensure taxpayers are properly advised of their appeal rights. The IRS declined to implement 
this recommendation because it believed it would impede prompt enforcement action. The IRS 
did issue a memorandum on June 20, 2003, reminding revenue officers that proper notification 
must be given to a taxpayer before a manual levy is issued. 

We analyzed the ICS case inventory assigned to revenue officers to identify any manual levies 
issued between July 1 and October 31, 2003. Because there is no automated audit trail produced 
for manual levies, we analyzed case history comments for any references to a manual levy. 
Using this methodology, we identified 40 cases in which a manual levy was issued to seize 
taxpayers' assets. In 5 of the 40 cases, the revenue officer did not properly notify the taxpayers 
of their appeal rights before issuing the manual levies. None of the five manual levies involved 
jeopardy situations. Because of the imprecise nature of revenue officer case history entries, there 
could have been significantly more manual levies issued during our review period than the 40 we 
identified. 

Not offering appeal rights to taxpayers prior to issuing levies is a potential Section 1203 violation 
of the RRA 98 and could result in the revenue officer being terminated for misconduct. We have 
referred the five cases to the TIGTA Office of Investigations for fijrther evaluation. 

Recommendation 

1. The Commissioner, SB/SE Division, should reconsider developing and implementing 
controls over manual levies issued by revenue officers working in the IRS field offices to 
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ensure taxpayers are properPf offered their appeal rights. At a*minimum, the Commissioner, 
SB/SE Division, should require that manual levies be reviewed and approved by a manager. 
This would help ensure the 30-day requirement has been met before levy action. 

Management's Response : While IRS management agreed that taxpayers' rights must be 
protected, they did not agree with our recommendation to have group managers approve all 
manual levies prepared by revenue officers. They expressed concern about the impact on field 
employees that further increasing the oversight of enforcement action could have. IRS 
management also indicated they believe the errors evidence a training issue. 

To help address these concerns and reinforce the existing procedures, the IRS issued an ICS Alert 
on March 5, 2004. The Alert reminded employees to ensure taxpayer rights are protected 
whenever a manual levy is issued. It also included a reminder that the final notice issued by the 
campuses does not contain the appropriate due process notification. 

Office of Audit Comment : We recognize the IRS' caution in implementing any managerial 
action it believes may inhibit effective enforcement action by revenue officers. However, we also 
recognize the importance of the RRA 98 provision requiring that taxpayers be properly advised of 
their appeal rights prior to asset seizure through levy action. We hope the IRS' issuance of the 
ICS Alert reminding revenue officers that all notice requirements must be satisfied before a 
manual levy is issued will suffice to ensure taxpayer rights are adequately safeguarded. We will 
continue to closely monitor this issue during fiiture mandatory reviews of the IRS' collection 
activities. 



Appendix I 
Detailed Objective. Scope, and Methodology 

The overall objective of this review was to determine whether the Internal Revenue Service (IRS) 
has complied with 26 United States Code (U.S.C.) Section (§) 6330, Notice and Opportunity for 
Hearing Before Levy. To accomplish our objective, we: 

I. Determined whether the IRS was maintaining sufficient automated controls and 

procedures to ensure taxpayers had been advised of their right to a hearing at least 30 days 
prior to any levy action. 

A. Performed a walk-through of two Automated Collection System (ACS) Call Centers 
and four Collection Field function offices and evaluated procedures and controls over 
due process notices. 

B. Tested whether systemic controls in the ACS and the Integrated Collection System 
(ICS) were preventing levies fi^om being issued in fewer than 30 days from the final 
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notice date. 

C. Tested whether IRS employees could modify the final notice date in the ACS and 
ICS. 

D. Selected a random sample of 30 ICS levies from the population of 1 1 0,670 levies 
issued between July 1 and October 31, 2003, from the ICS database of open cases. We 
analyzed Master File ttanscripts and the ICS record history for the sample cases selected 
and verified whether taxpayers had been advised of their right to a hearing at least 30 
days prior to any levy action. We did not use statistical sampling because, based on 
prior years' testing, we did not anticipate fmding any errors; consequently, we would not 
need to project our results. 

E. Selected a random sample of 30 ACS levies from the population of 5 1 0,288 levies 
issued between July 1 and October 31, 2003, from the ACS database of open cases. We 
analyzed Master File transcripts and the ACS record history for the sample cases 
selected and verified whether taxpayers had been advised of their right to a hearing at 
least 30 days prior to any levy action. We did not use statistical sampling because, 
based on prior years' testing, we did not anticipate fmding any errors; consequently, we 
would not need to project our results. 

II. Determined whether manual levies issued by revenue officers complied with legal 

guidelines in 26 U.S.C. § 6330. 

A. Identified any references to manual levies issued between July 1 and October 3 1 , 
2003, by querying the narrative history text field of the ICS open case inventory. We 
identified a population of 40 manual levies that were issued during our review period 
and included all of them in our review. 

1 . Requested complete case history files (history query) for all cases containing 
references to manual levies identified in step II.A. 

2. Reviewed case history documentation and identified whether a revenue officer 
had issued a manual levy. 

3. Analyzed Master File transcripts and ICS history files to determine whether 
taxpayers were provided at least 30 days notice prior to any levy action initiated by 
the IRS. 

Appendix II 
Major Contributors to This Report 

Parker F. Pearson, Actmg Assistant Inspector General for Audit (Small Business and Corporate 
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Programs) 

Richard Dagliolo, Director 
Anthony J. Choma, Audit Manager 
Cynthia Dozier, Senior Auditor 
Mildred Rita Woody, Senior Auditor 
Seth Siegel, Auditor 

Appendix III 
Report Distribution List 

Commissioner C 

Office of the Commissioner -Attn: Chief of Staff C 

Deputy Commissioner for Services and Enforcement SE 

Commissioner, Wage and Investment Division SE:W 

Acting Deputy Commissioner, Small Business/Self-Employed Division SE:S 

Deputy Commissioner, Wage and Investment Division SE:W 

Acting Director, Compliance, Small Business/Self-Employed Division SE:S:C 

Director, Compliance, Wage and Investment Division SE:W:CP 

Director, Strategy and Finance, Wage and Investment Division SE:W:S 

Chief Counsel CC 

National Taxpayer Advocate TA 

Director, Office of Legislative Affairs CL:LA 

Director, Office of Program Evaluation and Risk Analysis RAS:0 

Office of Management Controls OS:CFO:AR:M 

Audit Liaisons: 

Commissioner, Small Business/Self-Employed Division SE:S 
Commissioner, Wage and Investment Division SE:W 

Appendix IV 

Outcome Measures 

This appendix presents detailed information on the measurable impact that our recommended 
corrective action will have on tax administration. This benefit will be incorporated into our 
Semiannual Report to the Congress. 

Type and Value of Outcome Measure : 

• Taxpayer Rights and Entitlements - Actual; five taxpayers did not receive notice of 
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their appeal rights befo^he Internal Revenue Service (IRSj took levy action (see page 4). 

Methodology Used to Measure the Reported Benefit : 

We analyzed (using computerized queries) the Integrated Collection System case inventory of 
delinquent taxpayers assigned to revenue officers and identified 40 manual levies issued between 
July 1 and October 31, 2003. Since the IRS does not monitor or record the use of manual levies, 
we were unable to determine the total number of manual levies actually issued by revenue 
officers working in field offices. Because the population of manual levies is unknown, the 
findings of our case review cannot be projected. 

Appendix V 
Management's Response to the Draft Report 

The response was removed due to its size. To see the response, please go to the Adobe PDF 
version of the report on the TIGTA Public Web Page. 
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TREASMy inspector GENERAt4oR TAX 
ADMINISTRATION 



There Was One Administrative Action With 

Respect to Violations of Fair Tax Collection 

Practices in Calendar Year 2005 



April 2006 
Reference Number: 2006-10-070 



This report has cleared the Treasury Inspector General for Tax Administration (TIGTA) disclosure review 
process and information determined to be restricted from public release has been redacted from this 

document. 

Phone Number | 202-927-7037 

Email Address \ Bonnie.Heald@tigta.treas.gov 

Web Site \ http:llwww.tigta.gov 



April 21, 2006 

MEMORANDUM FOR CHIEF HUMAN CAPITAL OFFICER 

CHIEF COUNSEL 

FROM: Michael R. Phillips /s/ Michael R. Phillips 

Deputy Inspector General for Audit 

SUBJECT: Final Audit Report - There Was One 

Administrative Action With Respect to Violations of Fair Tax 
Collection Practices in Calendar Year 2005 (Audit # 200610018) 

This report presents the results of our review of violations of Fair Tax Collection Practices. The 
overall objective of this review was to obtain information on any Internal Revenue Service (IRS) 

http://www.treas.gov/tigta/auditreports/2006reports/200610070fr.html (1 of 8)6/2/2006 7:59:15 AM 
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administrative or civil actions resulting from Fair Tax Collection Practices violations by IRS 

m 

employees. Section (§) 1 102 (d)(1)(G) of the IRS Restructuring and Reform Act of 1998 
requires the Treasury Inspector General for Tax Administration to include in one of its 
Semiannual Reports to Congress information regarding any administrative or civil actions related 
to the violations of the fair debt collection provisions of 26 U.S.C. § 6304. 

Synopsis 

Our review of 45 cases closed during the period January 1 through December 31, 2005, that were 

m 

coded as Fair Debt Collection Practices Act (FDCPA) violations, and an additional 169 
employee misconduct cases that are similar in nature to FDCPA cases, identified 1 administrative 
action with respect to violations of Fair Tax Collection Practices. However, there were no civil 
actions that resulted in the IRS paying monetary settlements to taxpayers because of a Fair Tax 
Collection Practices violation. 

Response 

We made no specific recommendations as a result of the analyses performed during this audit. 
However, IRS management reviewed a draft of this report and agreed with the facts and findings 
presented. 

Copies of this report are being sent to the IRS managers affected by the report. Please contact me 
at (202) 622-6510 if you have questions or Dan Devlin, Assistant Inspector General for Audit 
(Headquarters Operations and Exempt Organizations Programs), at (202) 622-8500. 



Table of Contents 

Background 

Results of Review 

There Was One Administrative Action With Respect to Violations of Fair Tax Collection 
Practices 

No Fair Tax Collection Practices Civil Actions Resulted in Monetary Settlements to 
Taxpayers 
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Appendices 

A ppendix I - Detailed Objective, Scope, and Methodology 
A ppendix II - Major Contributors to This Report 
A ppendix III - Report Distribution List 
A ppendix IV - Fair Tax Collection Practices Provisions 



Background 

Section (§) 1 102 (d)(1)(G) of the Internal Revenue Service (IRS) Restructuring and Reform Act 

m 

of 1998 (RRA 98) requires the Treasury Inspector General for Tax Administration (TIGTA) to 
include in one of its Semiannual Reports to Congress information regarding any administrative or 
civil actions related to violations of the fair debt collection provisions of 26 U.S.C. § 6304, Fair 

m 

Tax Collection Practices. The IRS has traditionally referred to the 26 U.S.C. § 6304 violations 

161 

as "Fair Debt Collection Practices Act" (FDCPA) violations. The TIGTA Semiannual Report 
to Congress must provide a summary of such actions and include any judgments or awards 
granted. 

The law itself does not provide an explanation of what is meant by "administrative actions." We 
used the IRS' definition when determining the number of FDCPA violations to be reported under 
RRA 98 § 11 02 (d)(1)(G). The IRS' defmition of administrative actions include disciplinary 
actions that range from admonishment to removal. Lesser actions, such as oral or written 
counseling, are not considered admmistrative actions. 

As originally enacted, the FDCPA included provisions that restricted various collection abuses 
and harassment in the private sector. These restrictions did not apply to Federal Government 
practices. However, Congress believed that it was appropriate to require the IRS to comply with 
applicable portions of the FDCPA and to be at least as considerate to taxpayers as private 
creditors are required to be with their customers (see Appendix IV for a detailed description of 
the FDCPA provisions). As such, RRA 98 § 3466(a) required the IRS to follow Fair Tax 
Collection Practices in line with the FDCPA. 

Taxpayer complaints about IRS employees' conduct can be reported to several IRS functions for 
trackmg on its management information systems. If a taxpayer files a civil action or if IRS 
management determines that the taxpayer's rights related to Fair Tax Collection Practices were 

http://www.lreas.gov/tigta/auditreports/2006reports/200610070fr.htinl (3 of 8)6/2/2006 7:59:15 AM 
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potentially violated, the complamt could be referred and then tracKed on one or both of the 
following IRS systems: 

• Office of Workforce Relations' Automated Labor and Employee Relations Tracking 
System (ALERTS), which generally tracks employee behavior that may warrant IRS 
management administrative actions. 

• Office of Chief Counsel's Counsel Automated System Environment (CASE), which is an 
inventory control system that tracks items such as taxpayer civil actions or bankruptcies. 

The IRS began tracking FDCPA codes on the ALERTS m March 1999 and on the CASE in 
June 1999. 

For the Calendar Year 2005 review, we analyzed closed cases from the ALERTS and the CASE 
to identify violations of Fair Tax Collection Practices. However, we could not ensure the cases 
recorded on the ALERTS and the CASE constitute all Fair Tax Collection Practices violations. 
Furthermore, the scope of our audit was not intended to determine the accuracy or consistency of 
disciplinary actions taken against employees for Fair Tax Collection Practices violations that 
were not reported to the Office of Workforce Relations. 

This review was performed at the Chief Human Capital and Chief Counsel Offices in the IRS 
National Headquarters in Washington, D.C., during the period January to March 2006. The audit 
was conducted in accordance with Government Auditing Standards. Detailed information on our 
audit objective, scope, and methodology is presented in Appendix I. Major contributors to the 
report are listed in Appendix II. 



Results of Review 

There Was One Administrative Action With Respect to Violations of 
Fair Tax Coilection Practices 

There were 45 cases initially coded as FDCPA complaints closed on the ALERTS during the 

m 

period January 1 through December 31, 2005. However, only 14 of the 45 cases involved 
administrative actions being taken against employees. Of the 14 cases with administrative 
actions, none were a violation of the FDCPA; 12 cases were miscoded in the ALERTS, and the 
allegations related to the FDCPA were not substantiated for the other 2 cases. Most of the 
miscoded cases involved unprofessional conduct of employees. 

Because of the high number of miscoded cases, we also reviewed 169 additional cases involving 

http://www.treas.gov/tigta/auditreports/2006reports/200610070fr.html (4 of 8)6/2/2006 7:59:15 AM 
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employee misconduct allegations that are similar in nature to violanons of Fair Tax Collection 
Practices and identified 1 case that was an FDCPA violation. The case involved an IRS 
employee using profane language in the presence of a taxpayer or taxpayer's representative while 
in the course of performing ofiRcial duties. The case should have been coded as a violation of 
Fair Tax Collection Practices instead of unprofessional conduct of an employee. The employee 
left the IRS in lieu of removal. 

Oral or written counseling is not considered an administrative action under the IRS' definition. 
Since the IRS does not routinely track all informal oral counseling or minor actions against its 
employees, it is not possible to determine how often, and for what reasons, informal oral 
counseling or other minor disciplinary actions occurred. 

No Fair Tax Collection Practices Civil Actions Resulted in Monetary 
Settlements to Taxpayers 

Section 7433 of the Internal Revenue Code provides that a taxpayer may bring a civil action for 
damages against the Federal Government if an officer or employee of the IRS recklessly or 
intentionally, or by reason of negligence, disregards any provision of the Internal Revenue Code, 
or related regulation, in connection with the collection of Federal tax. 

There were no cases closed on the CASE for which the IRS paid damages to taxpayers resulting 
fi-om a civil action filed due to a Fair Tax Collection Practices violation. 



Appendix I 
DetaUed Objective, Scope^ and Methodology 

The overall objective of this audit was to obtain information on any Internal Revenue Service 

181 

(IRS) administrative or civil actions resulting fi*om Fair Tax Collection Practices (FTCP) 
violations by IRS employees. Specifically, we: 

I. Identified the number of FTCP violations resulting in administrative actions. 

A. Obtained a computer extract fi*om the Automated Labor and Employee 

m 

Relations Tracking System (ALERTS) of any cases opened after July 22, 1998, 

LLQl 
coded as Fair Debt Collection Practices Act violations (Issue Codes 141 to 147), 
and closed during the period January 1 through December 31, 2005. We analyzed the 
ALERTS extract and obtained additional case file information fi"om the Labor 
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Relations functio^f needed, to determine the type oYriolation. 

B. Determined if any cases involving FTCP violations resulted in administrative 
actions. 

C. Obtained a computer extract from the ALERTS of any cases opened after 
July 22, 1998, with the following Issue Codes: 

• 058 (Unprofessional Conduct - limited to only those closed with a disposition 
code of 009 or higher). 

• 114 (Conviction Assault/Battery - all disposition codes). 

• 119 (Threat of Audit/Personal - all disposition codes). 

• 999 (Not Otherwise Coded - limited to only those closed with a disposition 
code of 009 or higher) and closed durmg the period January 1 through December 
31,2005. 

Note: We did not attempt to independently validate the accuracy of the complete 
ALERTS database for this review. We limited our work to only assess the accuracy 
of the Issue Codes for those cases which met our criteria as listed in steps LA through 

I.e. 

II. Identified the number of FTCP violations resulting in IRS civil actions (judgments 

or awards granted) by obtaining a computer extract from the Counsel Automated System 



Environment database of any Subcategory 6304 (established to track FTCP violations) 
cases opened after July 22, 1998, and closed durkig the period January 1 through 
December 31, 2005. The Office of Chief Counsel identified no cases. 
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Appendix IV 
Fair Tax Coiiection Practices Provisions 

To ensure equitable treatment among debt collectors in the public and private sectors, the Internal 

ri2i 

Revenue Service (IRS) Restructuring and Reform Act of 1 998 requires the IRS to comply with 

ri3i 

certain provisions of the Fair Debt Collection Practices Act. Specifically, the IRS may not 
communicate with taxpayers in connection with the collection of any unpaid tax: 

• At unusual or inconvenient times. 

• If the IRS knows that the taxpayer has obtained representation from a person authorized to 
practice before the IRS, and the IRS knows or can easily obtain the representative's name 
and address. 

• At the taxpayer's place of employment, if the IRS knows or has reason to know that such 
commimication is prohibited. 

Further, the IRS may not harass, oppress, or abuse any person in connection with any tax 
collection activity or engage in any activity that would naturally lead to harassment, oppression, 
or abuse. Such conduct specifically includes, but is not limited to: 

• Use or threat of violence or harm. 
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• Use of obscene or profane language. 

• Causing a telephone to ring continuously with harassing intent. 

• Placement of telephone calls without meaningful disclosure of the caller's identity. 



26 U.S.C. § 6304 (2004). 
[2] 

Pub. L. No. 105-206, 1 12 Stat. 685 (codified as amended in scattered sections of 2 U.S.C, 5 U.S.C. app., 
16 U.S.C, 19 U.S.C, 22 U.S.C, 23 U.S.C, 26 U.S.C, 31 U.S.C, 38 U.S.C, and 49 U.S.C). 

131 

15 U.S.C. §§1601 note, 1692-1692o (2000). The IRS has traditionally referred to the Fair Tax Collection 
Practices violations xmder 26 U.S.C. § 6304 as "Fair Debt Collection Practices Act" violations. 

[41 

Pub. L. No. 105-206, 1 12 Stat. 685 (codified as amended in scattered sections of 2 U.S.C, 5 U.S.C. app., 16 U.S. 
C, 19 U.S.C, 22 U.S.C, 23 U.S.C, 26 U.S.C, 31 U.S.C, 38 U.S.C, and 49 U.S.C). 

[51 

26 U.S.C. § 6304 (2004). 

161 

15 U.S.C. §§ 1601 note, 1692-1692o (2000). 

m 

This included cases opened after July 22, 1998, and closed during the period January 1 through December 3 1 , 
2005. 

m 

26 U.S.C. § 6304 (2004). 

m 

The Office of Workforce Relations' ALERTS generally tracks employee behavior that may warrant IRS 
management administrative actions. 
liOl 

15 U.S.C. §§1601 note, 1692-1692o (2000). 

nil 

The Counsel Automated System Environment is an Office of Chief Counsel inventory control system that tracks 
items such as taxpayer civil actions or bankruptcies. 

1121 

Pub. L. No. 105-206, 1 12 Stat. 685 (codified as amended in scattered sections of 2 U.S.C, 5 U.S.C. app., 16 U.S. 
C, 19 U.S.C, 22 U.S.C, 23 U.S.C, 26 U.S.C, 31 U.S.C, 38 U.S.C, and 49 U.S.C). 

Uil 

15 U.S.C. §§1601 note, 1692-1692o (2000). 
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NATIONAL Taxpayer Advocate 2005 Annual Report to Congress 

Executive Summary 



The Most Serious Problems Encountered by Taxpayers 

Internal Revenue Code § 7803(c)(2)(B)(ii)(lll) requires the National Taxpayer Advocate to 
describe at least 20 of the most serious problems encountered by taxpayers. This year's report 
describes 21 problems. In each case, the report includes the National Taxpayer Advocate's 
description of the problem, the IRS's response, and the National Taxpayer Advocate's final 
comments and recommendations. This fomiat provides a clear picture of which steps have 
been taken to address the most serious problems and which additional steps the National 
Taxpayer Advocate believes are required. 



The 21 problems described in the report are as follows: 



1. Trends in Taxpayer Service. As the IRS proposes to allocate more resources to collection, 
examination, and criminal investigation functions and fewer resources to taxpayer service 
functions, the IRS is also increasing efforts to "migrate" taxpayers toward electronic services 
and away from face-to-face contact. Before altering the mix of service and enforcement, the 
National Taxpayer Advocate believes the IRS should spend more time studying what types of 
services different taxpayer segments need and how best to deliver these services to help 
taxpayers remain compliant. The National Taxpayer Advocate recommends that the IRS 
undertake a research-driven needs-assessment, from the taxpayers' perspective, to help 
identify what sen^ices taxpayers need and want and how best to deliver them. An assessment 
of needs will also help identify groups of taxpayers that may be resistant to, or unable to access, 
certain services. Once the IRS conducts a detailed assessment and understands how any 
proposed changes to taxpayer service may affect compliance, the IRS should develop a 
detailed strategy for migrating taxpayers from the cun^ent to the proposed model of delivering 
taxpayer service. 

2. Criminal Investigation Refund Freezes. The IRS Criminal Investigation function (CI), 
through its Questionable Refund Program (QRP), places a "freeze" on hundreds of thousands of 
refund claims each year that it believes may contain indicia of fraud. CI personnel currently 
review the refund claims and "determine" whether they are fraudulent - without notifying 
taxpayers that their claims are under review and without giving taxpayers an opportunity to 
present documentation supporting their positions. Last year, the Taxpayer Advocate Service 
(TAS) received more than 28,000 requests for assistance from taxpayers whose refunds had 
been frozen. TAS studied a randomly selected sample of nearty 500 cases to detemriine the 
ultimate disposition of these cases. When TAS assisted the taxpayers, CI ultimately agreed to 
issue the full amount of the refund claimed (or more) in 66 percent of the decided cases and to 
issue a partial refund in an additional 14 percent of the decided cases. Thus, taxpayers 
received a full or partial refund in 80 percent of frozen-refund cases brought to TAS. The 
median Adjusted Gross Income (AGI) of these taxpayers was $13,330, and the median refund 
was $3,519. Thus, the refund constituted, on average, more than 26 percent of the claimant's 
AGI for the year, and the taxpayers were required to wait, on average, more than 8-1/2 months 
to receive their refunds. The National Taxpayer Advocate believes that the QRP is an important 
program to protect against tax fraud, but the IRS must implement procedures to notify taxpayers 
that their refunds have been frozen, provide taxpayers with an opportunity to submit 
documentation, and bring cases to a quicker resolution. 
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3. The Cash Economy. Underreported income (and related self-employment tax) from the so- 
called "cash economy" is probably the single largest component of the "tax gap." It may exceed 
$100 billion per year. Because income from the cash economy is not subject to information 
reporting, many of the IRS's traditional means of enforcement are unlikely to be effective in 
addressing it. The IRS has a number of initiatives that could be effective if coordinated and 
pursued more aggressively. However, no single function coordinates research, outreach, and 
compliance initiatives aimed at improving reporting compliance among cash economy 
participants. Nor does the IRS give these initiatives the same level of attention as other 
initiatives, such as those addressing tax shelters or the Earned Income Tax Credit (EITC). The 
IRS must develop a comprehensive strategy for addressing the cash economy if it is to 
significantly reduce the tax gap. 

4. Training of Private Debt Collection Employees. In or around July of 2006, the IRS's 
Private Debt Collection (PDC) initiative will go into operation. The PDC initiative marks a 
dramatic departure from traditional federal tax collection practice in that private collection firms 
will now be seeking payment from taxpayers v^th delinquent accounts, arranging installment 
agreements, and obtaining taxpayers' financial information over the phone. The National 
Taxpayer Advocate is concerned about taxpayers interacting with private collection agents who 
have no understanding of important tax laws and will be trained by the contractors instead of the 
IRS. With the abundance of tax experts employed at the IRS, it only makes sense to use the 
IRS's expertise to directly train private collectors at a level that approximates the training 
received by new IRS collection employees. 

5. EITC Exam Issues. In the past few years, the IRS has made significant progress in 
improving the administration of the EITC. Despite this progress, problems still exist for 
taxpayers subject to EITC examinations and recertrfication. These problems include delays in 
exam and recertification procedures, low taxpayer response rates, a lack of standardized 
treatment in recertrfication cases, and problems with documentation. The National Taxpayer 
Advocate recommends that the IRS continue to identify and adopt measures designed to ease 
the burden on taxpayers and improve the cunrent EITC examination and recertification 
processes. 

6. Levies on Social Security Payments. In general, recipients of Social Security benefits are 
elderly or disabled workers, or the surviving dependents of deceased workers. The IRS 
continues to process levies on Social Security payments without sufficient managerial review, 
causing undue burden on a vulnerable population of taxpayers. The National Taxpayer 
Advocate urges the IRS to implement safeguards that would prevent levies from being imposed 
on Social Security payments to low income and other at-risk taxpayers. 

7. Appeals Campus Centralization. The IRS Office of Appeals ("Appeals") has centralized its 
work on certain types of cases at six IRS campuses; these cases previously were resolved in 
field offices closer to taxpayers. Appeals campus centralization is aimed at decreasing the time 
it takes for a taxpayer to resolve a case. While this aim is appropriate and admirable, the 
National Taxpayer Advocate is concerned that centralizing Appeals case resolution may actually 
increase taxpayer burden. Centralization may reduce opportunities for taxpayers to have their 
cases resolved at the local level, diminish working relationships between taxpayers and Appeals 
employees, increase emphasis on processing at the expense of independent judgment, and 
diminish service for low income and unrepresented taxpayers. The National Taxpayer Advocate 
urges Appeals to alleviate these problems and protect taxpayers' appeal rights by developing 
specific training that will help employees carry out Appeals' independent mission in the campus 
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environment. We recommend that Appeals monitor campus activity to ensure that taxpayers - 
particularly low income taxpayers - receive full and fair consideration of their cases and are 
adequately notified of their right to request a case transfer to a local Appeals office. 

8. Refund Anticipation Loans: Oversight of the industry, Cross*Coilection Techniques, 
and Payment Alternatives. Given that a significant percentage of RAL customers are EITC 
recipients, the IRS has a compelling reason to consider improved oversight of the industry as 
well as seriously consider alternative refund delivery methods. The IRS contributes to the 
demand for Refund Anticipation Loans (RALs) by: (1) failing to deliver refunds in the quickest 
manner possible and (2) failing to provide RAL altematives for the "unbanked." It is also unclear 
if RAL customers fully understand the ramifications of cross-collection provisions in 
standardized RAL contracts, or if customers would even purchase the products if they were 
adequately informed of the cross-collection practices. The National Taxpayer Advocate 
recommends that the IRS review the effect of its Revenue Protection Strategy (RPS) on refund 
turnaround times and work with the Department of Treasury to develop aftemative means of 
delivering refunds to taxpayers. 

9. Identity Theft. Identity theft occurs when someone uses another individual's personal 
infomnation wittiout pemnission to commit fraud or other crimes. Although the most common 
type of identity theft involves consumer firaud, an inaeasing number of identity theft victims find 
they need to contact the IRS to untangle their tax accounts. The National Taxpayer Advocate 
urges the IRS to resolve the tax issues ^ced by victims of identity theft more quickly and 
efficiently, which may require coordination between the IRS and other federal agencies. 

10. Complexity of the Employment Tax Deposit System. The Internal Revenue Code 
places significant responsibilities on employers for depositing, reporting, filing, and paying 
employment taxes. Recent data shows that the IRS assesses failure to deposit (FTP) penalties 
on one out of every 16 employment tax returns, yet eventually abates more than 60 percent of 
the FTD penalty amounts it originally assessed. This suggests that the rules and regulations 
governing federal employnf>ent tax deposits are overly complex, presenting significant 
compliance problems for employers and administrative challenges for the IRS. 

11. Automated Coliectlon System Levy Releases. Collection efforts through the IRS's 
Automated Collection System (ACS) can result in levies of bank accounts, wages, or other 
income such as Social Security. In response to these levies, taxpayers will contact the IRS 
seeking to enter into a collection alternative, such as an installment agreement. The IRS can 
also designate an account as **cunrently not collectible" if the taxpayer can demonstrate a 
financial hardship. The Intemal Revenue Code and Treasury Regulations require that the IRS 
promptly release levies when taxpayers enter into installment agreenr>ents or when they 
demonstrate the existence of a hardship. Some taxpayers encounter problems with the levy 
release, including clerical errors, delays that result in additional levies on taxpayer assets or 
income, or the IRS not returning levy proceeds when a delayed levy release results in additional 
levies. Delays are also due in part to taxpayers' failure to request expedited levy releases so 
that the release can be faxed to the third party levy source. The IRS has improved the levy 
release process for cunrently-not-collectible accounts and has agreed to consider similar system 
changes for installment agreements, and require additional training for employees. We 
encourage the IRS to consider revising its procedures so that all levy releases are assumed to 
require expedited procedures. 
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12. Regulation of Electronic Return Originators. Electronic Return Originators (EROs), 
along with return preparers, are taxpayers* entry point into the tax system and have 
unprecedented access to taxpayers* financial data and social security numbers. As such, EROs 
should be closely monitored to protect taxpayers, but the IRS's cun^ent regulation of EROs is 
minimal. The National Taxpayer Advocate recommends the IRS increase its efforts, in part by 
mailing more visits to EROs, tracking EROs that are not filing any tax returns, and requiring 
those non-active EROs to recertify. The National Taxpayer Advocate further recommends that 
the IRS consolidate end-to-end responsibility for EROs, fi^om approval of applications to 
monitoring ERO activities, in one IRS organization and develop a long-term strategic plan for 
the e-file program and EROs to ensure adequate and effective oversight. 

13. Limited Scope of Backup Withholding Program. Unden-eporting of individual income tax 
is the single largest source of the tax gap. accounting for over half of the gross tax gap. Backup 
withholding is one of the tools available to the IRS as it attempts to nanrow the gap. The IRS 
has the authority to require payors to deduct and withhold tax under certain conditions, such as 
when a recipient fails to furnish a valid Taxpayer Identification Number However, the IRS has 
not implemented the backup withhokJing program effectively and has failed to provide 
noncompliant taxpayers with sufficient incentive to fulfill their reporting obligations. 

14. Accessibility of e-Servlces for Tax Practitioners. The IRS's web-based e-Services suite 
is available to tax practitioners who are active participants in the IRS e-file program and 
electronically file five or more accepted individual income tax returns in a filing season. The IRS 
uses e-Services "as a reward and incentive for e-filing" rather than addressing it flrom a 
customer service-oriented perspective. This policy of limiting access to e-Sen^ices deprives 
many highly trained and experienced tax practitioners of an extremely useful and efficient tool, 
and has the unintended result of making the Electronic Account Resolution program available to 
preparers without regard to their professional qualifications. The National Taxpayer Advocate 
recommends that the IRS provide access to e-Sen/ices to all practitioners qualified to practice 
before the IRS pursuant to Circular 230. She also recommends that the IRS expand access to 
the Transcript Delivery System in e-Services to all taxpayers, while taking the necessary 
security measures to safeguard confidential tax data on the Internet. 

15. Mandatory Briefings for IRS Employees on TAB. Intemal Revenue Code 

§ 7803(c)(2)(C)(ii) requires the National Taxpayer Advocate to develop guidance for all IRS 
officers and employees, outlining the criteria for refenal of cases to the Taxpayer Advocate 
Sen/ice (TAS). The IRS has denied the request of the National Taxpayer Advocate to include 
TAS training among its annual mandatory briefings for all employees. Instead, the IRS has 
agreed to provide TAS training to contact employees in the Wage and Investment and Small 
Business/Self-Employed operating divisions on a one-time basis, and urges TAS to train the 
rest of the employees through methods such as the IRS intranet, inserts in employee 
Earnings & Leave statements, and "wallet cards." The National Taxpayer Advocate urges the 
IRS to rethink its position and grant her request to make TAS training mandatory for all 
employees. 

16. Allowable Expense Standards for Collection Decisions. Each year the IRS publishes 
schedules of national and local expense allowance standards. These standards reduce the 
subjectivity involved when IRS employees consider the collection altemative to pursue when a 
taxpayer is having difficulty paying the IRS (e.g., an offer-in-compromise, installment 
agreement, or suspension of collection). However, for any given taxpayer, the expense 
amounts provided by the standards will not necessarily cover his or her reasonable basic living 
expenses. The IRS relies on the subjective judgment of its employees to allow more than the 
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standard amounts when appropriate. Many practitioners report that the IRS often fails to allow 
such additional amounts and uses the standards as an excuse to reject reasonable collection 
alternatives. Our report discusses a number of reasons that the standards are often inadequate 
and provides recommendations for improving them, encourages IRS employees to allow 
additional amounts when appropriate, and addresses practitioner concerns. 

17. inadequate Taxpayer Service to Exempt Organizations, Resulting in Unnecessary 
Penalties. Most tax exempt organizations are very small entities with meager resources and 
modest budgets that rely largely on the services of volunteers. Tax filing requirements for these 
organizations are complicated and time consuming. The IRS automatically assesses penalties 
on these organizations when they do not comply precisely with these complex requirements. 
Over the last 13 fiscal years, however, the IRS has abated almost 75 percent of the dollars 
assessed for filing-enror penalties on exempt organizations because the organizations later 
corrected their mistakes. This high abatement rate is an unnecessary waste of IRS resources 
and indicates that exempt organizations would avoid filing eaors if better infonned of their filing 
obligations. Currently, however, the IRS substantially underfunds customer sen/ice to exempt 
organizations; for example, only 60 percent of organizations that call the IRS Tax Exempt and 
Government Entities Division toll-free help line receive service. The National Taxpayer 
Advocate urges the IRS to reconsider its funding decisions with respect to exempt organization 
customer service and better utilize the resources available. 

18. Direct Deposit of income Tax Refunds. Under present law, there are no procedures for 
the IRS, the govemmenf s Financial Management Sen^ice, and financial institutions to address 
inadvertent errors by taxpayers relating to direct deposits of tax refund checks. The taxpayer 
and the financial institution must resolve any dispute over the accuracy of a direct deposit 
refund, with little assistance from the IRS. The National Taxpayer Advocate recommends that 
the IRS consider all of the recommendations put forth by the Direct Deposit Task Force as well 
as other procedural improvements that can eliminate the potential for a misdirected direct 
deposit refund. The National Taxpayer Advocate also encourages the IRS to continue to work 
with financial institutions in an effort to recover misdirected funds. 

19. Innocent Spouse Claims. One spouse (called the "innocent spouse") may apply to the 
IRS for relief from joint liability for deficiencies or underpayments attributable to the other 
spouse. The IRS has difficulty communicating with taxpayers regarding the requirements for 
relief and how to fill out related forms. As a result, the IRS is able to grant fewer than three in 
ten requests for relief, and despite recent cuts in processing time, the IRS collectively takes 
more than two years to process requests that are appealed. Various IRS computer systems 
contain inconsistent infomiation about innocent spouse claims processed by the Appeals 
function. These inconsistencies make it more difficult for the IRS to identify the source of any 
processing delays. 

20. Limitations of Coiiection Account Databases. The lack of access to full taxpayer 
account histories in one place makes it difficult for IRS contact employees to respond to 
taxpayers' questions or provide proper guidance on potential case resolutions. This 
inaccessibility often leads taxpayers to seek the assistance of the Taxpayer Advocate Service. 
The Desktop Integration (Dl) system provides IRS employees with greater access to the 
information needed, but not all systems interface with Dl and not all IRS employees are required 
to use Dl. The National Taxpayer Advocate urges the IRS to expand the number of systems 
interfacing with Dl as well as requiring all IRS contact employees to use Dl. 
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21. Reasonable Cause Assistant (RCA). The IRS does not utilize the Reasonable Cause 
Assistant (RCA) program - a computer-based decision support tool - for all detenninations of 
penalty abatements for reasonable cause. In addition, the high rate of RCA abatement 
conclusions indicates that the IRS needs to eliminate unnecessary penalty assessments. 
Because existing IRS data does not sufficiently differentiate RCA cases from non-RCA cases, 
the IRS cannot effectively analyze the penalty systems in place. The low rate at which RCA 
users abort the program's conclusions may indicate that RCA does not encourage users to 
oven-ide an RCA decision even when appropriate. The National Taxpayer Advocate urges the 
IRS to review RCA and all related training and guidance materials to detemiine whether the 
application actually gives the user the flexibility to fully consider unique ^cts and circumstances. 
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National Taxpayer Advocate 2005 Annual Report to Congress 

Executive Summary 



Legislative Recommendations 

Internal Revenue Code § 7803(c)(2)(B)(ii)(VIII) requires the National Taxpayer Advocate to 
recommend legislative changes to resolve problems encountered by taxpayers. This report 
includes seven proposals classified as Key Legislative Recommendations and three 
proposals classified as Additional Legislative Recommendations. 

KEY LEGISLATIVE RECOMMENDATIONS 

Tax Reform Core Principles: A Taxpayer-Centric Approach. Two months ago, the 
President's Advisory Panel on Federal Tax Reform submitted a report to the Secretary of the 
Treasury proposing significant revisions to the Intemal Revenue Code, and it appears that 
Congress may give serious consideration to fundamental tax refomri in the next year or two. 
We recommend that Congress give priority emphasis to six core principles as it considers 
various tax-refomi proposals: (1) the tax system should not "entrap" taxpayers; (2) the tax 
laws should be simple enough so that taxpayers can prepare their own retums without 
professional help, simple enough so that taxpayers can compute their tax liabilities on a 
single form, and simple enough so that IRS telephone assistors can fijily and accurately 
answer taxpayers' questions; (3) the tax laws should anticipate the largest areas of 
noncompliance and minimize the opportunities for such noncompliance; (4) the tax laws 
should provide some choices, but not too many choices; (5) the tax laws should not 
necessarily avoid refundable credits but, if it includes them, should design them in a way that 
is administrable; and (6) the tax system should incorporate a periodic review of the tax 
code - in short, a sanity check. 

Measures to Reduce Noncompliance in the Cash Economy. The IRS estimates that the 
annual federal tax gap for 2001 was between $257 billion and $298 billion. The IRS receives 
about 130 million income tax retums each year. Thus, every taxpayer is forced to pay an 
average $2,000 "surtax" each year to subsidize noncompliance. IRS data show that the 
highest rate of noncompliance by far is attributable to transactions that are not reported to 
the IRS on a Fomn W-2, Fomi 1099, Schedule K-1, or similar form. These unreported 
transactions occur largely in the so-called "cash economy." To reduce the tax burden on 
compliant taxpayers, we recommend that Congress (1) create a three-pronged reporting and 
payment system that encourages compliance in certain cash economy transactions by 
(a) instituting backup withhoWing on payments to taxpayers who have demonstrated 
"substantial noncompliance"; (b) releasing backup withholding on payments to "substantially 
noncomplianf taxpayers who have demonstrated "substantial compliance" and agree to 
schedule and make future estimated tax payments through the IRS Electronic Funds 
Transfer Payment System (EFTPS); and (c) providing that payors will not be required to 
institute backup withholding on payments to independent contractors that present payors 
with a valid IRS "compliance certificate"; (2) require the IRS to promote the making of 
estimated tax payments through EFTPS; (3) authorize voluntary withholding agreements 
between independent contractors and sen/ice recipients; and (4) require third-party 
infomnation reporting for certain payments to corporations with 50 or fewer shareholders. 
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Tax Reform for Families: A Common Sense Approacli. The Internal Revenue Code 
contains six provisions related to a taxpayer's family status: the Earned Income Tax Credit 
(EITC), the Child Tax Credit (CTC), the Child and Dependent Care Credit, personal and 
dependency exemptions, the head-of-household filing status, and the "separated spouse" 
rules of IRC § 7703(b). Each of these six provisions directly or indirectly confers a tax benefit 
on taxpayers who meet the various eligibility requirements, and at least one of these six 
provisions impacts every U.S. individual taxpayer. To build upon the recently enacted 
Uniform Definition of Child and to further simplify the family status provisions, we recommend 
that Congress (1) combine the exemptions, CTC, and part of the EITC and head of 
household filing status into a refundable Family Credit comprising two components- one for 
the taxpayer (and his or her spouse) and one for whomever is the "main carer" of a child or 
children based on a per-child amount; (2) separate the Child and Dependent Care Credits 
into two credits; (3) eliminate head-of-household filing status; (4) modify the EITC so that it 
provides a refundable credit to low income workers based solely on the taxpayer's earned 
income and is available to workers age 1 8 and over, regardless of the existence of children 
in the household; (5) permit married taxpayers who have a legal and binding separation 
agreement and who live separate and apart as of the last day of the calendar year to be 
considered "not married" for purposes of filing status; and (6) provide a separate credit for 
noncustodial parents of Qualifying Children who pay all child support obligations due for that 
calendar year. 

Another Marriage Penalty: Taxing the Wrong Spouse. The federal income tax liabilities 
of manied persons are often imposed on or collected from a spouse who did not earn the 
income subject to tax, i.e., the "wrong" spouse. Current law provides some relief to a spouse 
held liable for tax on the other spouse's income, at least in cases where the first spouse did 
not know about the income and did not significantly benefit from it. However, the relief rules 
are sometimes overiy narrow, complex, costly for the IRS to administer, and burdensome for 
taxpayers. Even if relief rules apply so that one spouse is not liable for his or her spouse's 
tax, the IRS may be able to co/tecf the liability from the non-liable spouse in community 
property states. We recommend that Congress amend the law to tax the "righf spouse in 
the first instance and to prevent the IRS flrom undemiining this rule through its collection 
efforts. Our recommendation would better align each person's tax with his or her individual 
ability to pay, significantly reduce complexity, and minimize the impact of state property and 
collection laws that subject taxpayers to different amounts of federal income tax solely 
because they reside in different states. 

Requiring Brokers to Track and Report Cost Basis for Stocks and Mutual Funds. 

Many financial institutions through which investors own stocks and mutual funds ("brokers") 
do not currently keep track of an investor's basis in the stocks or mutual funds, and no 
brokers report basis infomnation to both taxpayers and the IRS on a Fomi 1099-B. The 
absence of information reporting creates serious problems for many taxpayers and the 
government alike. For taxpayers, tracking basis can be extraordinarily complex and many 
taxpayers seeking to comply with the law find that they simply cannot do so with accuracy, 
leaving them exposed if audited. From the government's perspective, the absence of 
information reporting enables unden"eporting by taxpayers who deliberately overstate their 
basis (thereby reducing their gain or even generating a loss), because they know the IRS 
generally cannot detect errors in basis reporting in the absence of an audit. One recent 
estimate puts the revenue loss to the government fl^om such underreporting at $250 billion 
over the next 10 years. We recommend that brokers be required to keep track of an 
investor's basis, transfer basis information to a successor broker if the investor transfers the 
stock or mutual fund hoWing, and report basis information to the taxpayer and the IRS (along 
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With the proceeds generated by a sale) on Form 109&-B. To offeet the cost of implementing 
a tracking system, we note that Congress could provide a one-time tax credit for brokers. 

Tracking Cost Basis as a Result of Estate Tax Repeal. Under the current estate tax 
regime, persons acquiring property from a decedent are able to use a "stepped-up"* basis 
equal to the fair market value of the property at the date of the decedent's death (or, if they 
so elect, on the date six months after the decedent's death). Once the estate tax is repealed 
in 2010, these taxpayers must use the modified carryover basis, which may require 
extremely complex calculations to detenmine the property's adjusted basis in the hands of the 
decedent just prior to death. Reconstructing adjusted basis in property is difficult enough 
while taxpayers holding such assets are alive; after death, it can become impossible. 
Congress should explore ways to lessen this compliance burden. 

Restructuring and Reform of Collection Due Process Provisions. Collection Due 
Process (CDP) hearings afford taxpayers the opportunity to obtain meaningful review of IRS 
collection actions by an impartial IRS Appeals Officer and the courts, either after the initial 
filing of a Notice of Federal Tax Lien or before an initial levy on a taxpayer's assets. The 
cunnent statutory CDP rights are both under-inclusive and over-inclusive, denying judicial 
review of some lien and levy actions while encouraging counterproductive behavior on the 
part of some taxpayers and the IRS. To enhance taxpayer protections in the tax collection 
process while ensuring that the IRS's ability to collect the conrect amount of tax is not 
unreasonably impaired, we recommend that Congress (1) require the IRS to issue a 
separate CDP Right to Hearing notice at the time it undertakes the first levy action with 
respect to a tax, describing with specificity the levy source and date such levy will occur and 
providing the taxpayer with the name and contact infomnation of an IRS employee to call 
about the levy action; (2) consolidate judicial review of CDP hearings in the United States 
Tax Court, clarify the role and scope of Tax Court oversight of Appeals' continuing 
jurisdiction over CDP cases, and address the Tax Courf s standard of review for the 
underiying liability in CDP cases; and (3) codify both the IRS Collection Appeals Program 
and the IRS Audit Reconsideration Process and specifically include Audit Reconsideration as 
an alternative to be considered at CDP hearings. 

ADDITIONAL LEGISLATIVE RECOMMENDATIONS 

Direct Deposit of income Tax Refunds. Under present law, there are no procedures in 
place for the IRS, the government's Financial Management Service, and financial institutions 
to address inadvertent enters by taxpayers relating to direct deposits of tax refund checks. 
Disputes over the accuracy of a direct deposit refljnd due to taxpayer or preparer eaor must 
cun-ently be resolved between the taxpayer and the financial institution itself, with little 
assistance from the IRS. The National Taxpayer Advocate recommends that Congress 
amend the Internal Revenue Code to create a process through which the IRS and financial 
institutions work together to identify the incorrect recipient of a direct deposit refijnd and 
require the return of the improperty deposited funds. 

Social Security Levies. Current law exempts from IRS levy certain pension and annuity 
payments (including payments under the Railroad Retirement Act), but it does not exempt 
from levy retirement, survivors, and disability insurance payments made under the Social 
Security Act. Levies by the IRS on Social Security benefits can cause particulariy severe 
hardships for low income taxpayers who rely on these payments as their primary or sole 
source of income. The National Taxpayer Advocate recommends that Congress exempt 
Social Security payments altogether flrom IRS levy. In the alternative, the National Taxpayer 
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Advocate recommends that Congress extend the exemption amount applicable to manual 
levies to automated levies under the Federal Payment Levy Program. 

Debt Collection Techniques on EITC Benefits by the Refund Anticipation Loan 
Industry. Refund anticipation loan (RAL) customers may not completely understand the 
ramifications of the debt offset collection provisions included in standardized RAL contracts. 
The provisions give the contracting financial institution or bank the authority to offset RAL 
proceeds to satisfy outstanding delinquencies owed on RALs previously issued by either the 
contracting bank or a third-party bank. The practice allows banks to effectively seize EITC 
benefits and transfer the funds to themselves or third-party banks to satisfy these prior 
delinquencies. The National Taxpayer Advocate recommends that Congress amend IRC 
§ 32 to prohibit banks from exercising their right to set off on EITC benefits, a protection that 
currently exists for Social Security benefits. At the very least, the law should prohibit banks 
from transfening any portion of a federal tax refund representing the EITC to a third-party 
bank. 
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National Taxpayer Advocate 2005 Annual Report to Congress 

Executive Summary 



The Most Litigated Tax Issues 

Internal Revenue Code § 7803(c)(2)(B)(il)(X) requires the National Taxpayer Advocate to 
identify the ten tax issues most often litigated in the Federal courts and to classify those 
issues by the type of taxpayer affected. The cases we reviewed were decided during the 
fiscal year that began on June 1 , 2004, and ended on May 31 , 2005. Our analysis of issues 
and cases for this year's report suggests that tax law complexity is a significant cause of tax 
litigation and constitutes a continuing burden on both taxpayers and the government. 

Appeals from Collection Due Process Hearings under IRC §§ 6320 and 6330. Collection 
Due Process (CDP) hearings provide taxpayers an opportunity for independent review of the 
first lien filed by the IRS or the first proposed levy action with respect to a tax liabilrty. As 
in 2003 and 2004, CDP was the most firequently litigated tax issue in the federal courts. We 
reviewed 209 decisions during the cunrent period. Our analysis shows that collection 
attematives were litigated more than any other such issue in these cases (40 out of 209 
cases). Taxpayers prevailed in five cases. Taxpayers also attempted to litigate the 
underlying liability in 39 cases; however, in 26 cases the courts ruled that taxpayers were 
unable to litigate that issue because they had another opportunity to do so earlier in the 
process. 

Gross Income under IRC § 61 and Related Sections. The issue of what constitutes gross 
income for purposes of Internal Revenue Code (IRC) § 61 has been among the Most 
Litigated Issues since 1998, the first year that the National Taxpayer Advocate was required 
to report on litigated issues. Gross income is again the second most litigated issue this year. 
The cases generally fell into one of four categories: (1) awards or settlements, (2) disability 
and Social Security income, (3) constructive dividends, and (4) unreported income. 
Taxpayers prevailed, in whole or in part, in 25 out of 108 cases. While no clear pattems are 
evident, taxpayers appeared to have the most difficulty in cases where other sections of the 
Internal Revenue Code exclude income items that would othenwise be taxable. 

Failure to File Penalty under IRC § 6651(a)(1). The number of cases involving the failure 
to file penalty under IRC § 6651 (a)(1 ) increased by 60 percent from last year to make this the 
third most litigated issue. We reviewed 75 cases involving the failure to file penalty in federal 
courts. Taxpayers seek relief from the penalty by asserting "reasonable cause" for the failure 
to file a timely retum. Taxpayers argued that varying excuses constitute reasonable cause, 
including illness of the taxpayer or family member, reliance on a tax professional, reliance on 
a spouse, or ignorance of the law. Taxpayers prevailed in five of 75 cases (7 percent). 

Trade or Business Expenses under IRC § 162 and Related Code Sections. The 

deductibility of trade or business expenses is perennially one of the ten most litigated tax 
issues in the federal courts. We reviewed 67 cases that included trade or business expense 
issues. The courts affinried the IRS position in neariy 75 percent of the cases, while 
taxpayers prevailed just seven percent of the time; the remaining cases resulted in split 
decisions. Substantiation of trade or business expenses was the primary sub-issue litigated 
by taxpayers, who often failed to provide sufficient documentation of expenses they incunred, 
causing them to lose othenvise pemnissible deductions. The IRS can assist these taxpayers, 
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and minimize litigation, by continuing to provide clear guidance on the deductibility of trade or 
business expenses. 

Frivolous Issues Penalty under IRC § 6673. We reviewed 67 cases in which taxpayers 
litigated the IRC § 6673 penalty for advancing frivolous arguments or conducting litigation 
solely for delay. This represents a 90 percent increase over last year's 35 cases. In these 
cases, the Tax Court considers whether taxpayers' arguments or actions warrant application 
of the penalty. IRS counsel can move for imposition of the penalty or the court can do so on 
its own initiative. Courts consistently held that penalties were wan-anted where the same 
type of "boilerplate" arguments had tieen held by other courts to be frivolous, having no basis 
in law or fact. The increase in these cases suggests that the IRS is more willing to seek 
imposition of the penalty and courts are more willing to sustain it. 

Negligence Penalty under IRC § 6662(b)(1). We reviewed 57 cases involving the 
accuracy-related penalty under IRC § 6662(b)(1). This penalty is assessed against 
taxpayers for underpayment of tax due to the taxpayer's negligence or disregard of tax mles 
or regulations and was generally decided in conjunction with other issues. The IRS prevailed 
in 39 cases (or 68 percent), while taxpayers prevailed in 13 cases (23 percent), and five 
cases ended in split decisions. A common reason for rulings against taxpayers was the lack 
of any evidence that there was reasonable cause and the taxpayers acted in good faith. 
However, the taxpayer victories raise the question of whether the IRS always exercises 
proper oversight on the imposition of the negligence penalty. The IRS abates a large 
percentage of other types of penalties. This fact and the relatively significant number of 
taxpayers who prevailed on reasonable cause indicate that the IRS should study whether the 
accuracy^related penalty is achieving its original goal of promoting voluntary compliance by 
encouraging accurate tax returns. 

Family Status Issues under IRC § 2, 21, 24, 32, and 151. The Eamed Income Tax Credit 
(EITC), dependency exemption, head of household filing status, child tax credit, and child 
and dependent care credit frequently arise in the same cases and involve similar factual 
determinations. We reviewed 45 cases conceming these issues, two-thirds of them dealing 
with multiple credits and issues where the determination of one issue often affected others. 
Our analysis shows that taxpayers who wish to claim the family status credits and deductions 
often do not understand the qualification requirements or how to properly satisfy them. 
Taxpayers were represented by counsel in only six of the 45 cases, even though many were 
highly fact-specific and involved a complicated web of statutory provisions. 

Relief from Joint and Several Liability under IRC § 6015. Spouses filing joint federal 
income tax returns are jointly and severally liable for any deficiency or tax due. IRC § 6015 
provides three avenues for relief from joint and several liability. We reviewed 45 federal 
court opinions involving relief under IRC § 6015, with 33 cases decided in favor of the IRS, 
1 1 in favor of the taxpayer, and one split decision. While the courts considered many factors 
in determining the appropriateness of relief, the most significant was whether the requesting 
taxpayer had actual or constructive knowledge of the tax deficiency. Taxpayers' success or 
failure often turns on their willingness and ability to provide documentation to support their 
claims. 

Summons Enforcement under IRC § 7604. The IRS has the authority to summon the 
production of books, records, or testimony from witnesses when investigating either a civil or 
criminal tax liability. The court mled in favor of the IRS in 42 of the 44 cases reviewed, while 
a taxpayer prevailed in one case and another ended in a split decision. In at least nine of the 
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cases, the summons in question was issued to third parties who the IRS believed were 
marketing unlawful tax shelters to taxpayers, reflecting the IRS's increased attention to 
shelter activity. As the IRS becomes more aggressive in its enforcement initiatives, it will 
likely increase its use of the summons enforcement tool, and the courts will see a growing 
number of these cases. 

Trust Fund Recovery Penalty under IRC § 6672. The Trust Fund Recovery Penalty is a 
means by which the government holds certain persons responsible for willfully failing to 
withhold or remit the trust fund portion of payroll taxes. We reviewed 34 opinions in which 
the TFRP was an issue. Taxpayers prevailed in whole or in part in 13 of the 34 cases, 
though in three cases the court was denying the IRS's motion for summary judgment, 
thereby requiring the parties to go to trial. The cases often involved officers of small 
businesses who had some role in determining expenditures. As one court noted, these 
cases often reflect the difficult choices for corporate officers who are faced with the dilemma 
in a struggling business between losing one's job or violating the nation's tax laws. Still, 
these choices do not excuse the responsibility of paying payroll taxes. 



III-3 



